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I.   INTRODUCTION 

Boston's  Record  In  Subsidized  Housing 

With  the  adoption  by  Congress  In  1968  of  Section  236  of 
the  National  Housing  Act  and  with  the  creation  of  special  tax 
Incentives  the  following  year,  privately  owned,  federally  sub- 
sidized rental  housing  began  to  emerge  In  considerable  numbers. 
By  the  end  of  1972,  470,000  units  of  Section  236  rental  assistance 
housing  had  been  constructed  or  rehabilitated.   In  addition, 
210,000  units  of  Section  221  (d)(3)  Below  Market  Interest  Rate 
(BMIR)  housing  and  76,000  units  of  Rent  Supplement  housing  were 
added  to  the  stock.   Clearly,  the  nation  had  begun  to  move 
significantly  toward  achievement  of  the  national  housing  goal 
of  producing  6  million  units  of  subsidized  housing  In  the  I968- 
1977  decade. 

The  City  of  Boston  has  been  notably  successful  In  using 
these  federal  subsidy  programs  as  major  Instruments  for  satisfying 
local  housing  needs.   From  196O  to  1969,  privately-owned  subsidized 
housing  accounted  for  20  percent  of  Boston's  total  volume  of  new 
residential  construction;  by  1972,  this  proportion  had  grown  to 
60  percent.    As  of  November  1972,  5,774  units  of  new  housing 
and  5,558  units  of  rehabilitated  housing  had  been  completed  In 


1.    New  Housing  Production  In  Boston,  Research  and  Planning 
Departments,  Boston  Redevelopment  Authority,  April,  1973- 
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2 
the  city  under  these  programs.    This  total  of  11,332  units  was 

eight  times  what  might  be  expected  if  the  city's  share  were  pro- 
portional to  population  alone. 

Two  factors  contributing  to  Boston's  relatively  large  number 
of  subsidized  units  were  (1)  the  strategy  adopted  by  the  Boston 
Redevelopment  Authority  (BRA)  to  use  subsidized  housing  for  re- 
placing the  large  number  of  units  demolished  by  urban  renewal; 
and  (2)  the  selection  of  Boston  as  the  location  of  the  national 
showcase  demonstration  in  housing  rehabilitation,  the  Boston 
Rehabilitation  Program  (BURP). 

Coupling  urban  renewal  with  the  utilization  of  subsidized 
housing  programs  in  Boston  has  meant  that  large  numbers  of  units 
were  completed  under  the  Section  221  (d)(3)  Below  Market  Interest 

Rate  program  and  the  Section  221  (d)(3)  Market  Rate  program  in 

3 
combination  with  the  use  of  Rent  Supplements.    The  immediately 


2.  Reconnaissance  Report  of  the  Subsidized  Housing  Study,  pre- 
pared by  the  Boston  Urban  Observatory  for  the  Boston  Redevelopment 
Authority  and  the  National  League  of  Cities,  December,  1972.   This 
preliminary  survey  was  done  to  assess  the  overall  numbers  and 
financial  condition  of  subsidized  housing  in  the  Boston  area.   It 
represents  the  first  stage  of  this  research  effort,  and  was  used 
to  select  the  study  sample  on  which  this  report  is  based.   It  is 
referred  to  hereinafter  as  the  Reconnaissance  Report. 

3.  Under  the  Section  221  (d)(3)  Below  Market  Interest  Rate  Pro- 
gram, the  federal  government  insures  the  mortgage,  and  the 
Government  National  Mortgage  Association  (GNMA)  lends  the  money 
at  an  interest  rate  of  3%,    in  return  for  which  the  mortgagor,  or 
sponsor,  signs  a  Regulatory  Agreement  allowing  the  U.  S.  Depart- 
ment of  Housing  and  Urban  Development  (HUD),  among  other  things, 
to  set  maximum  rent  levels.   The  Market  Rate  interest  program 
features  a  market  interest  rate  mortgage,  but  all  of  the  units  are 
covered  by  Rent  Supplement  contracts  reducing  the  tenant's  rent 
to  25  percent  of  income. 
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expenslve  costs  of  these  two  programs  eventually  led  to  the 
phasing-out  of  Section  221  (d)(3)  and  its  replacement  in  1968 
by  Section  236,   which  could  be  used  in  conjunction  with  tax 
incentives  by  private  investors.   In  Boston,  an  aggressive  urban 
renewal  program  had  resulted  in  an  early  start  through  large- 
scale  residential  development  under  Section  221  (d)(3)-   By  the 
end  of  1972,  there  were  approximately  8,000  units  of  221  (d)(3) 
BMIR  housing,  1,300  units  of  Section  236  housing  and  1,000  units 
of  Market  Rate-Eent  Supplement  housing  completed  in  Boston.   Of 
3,531  units  under  construction  at  this  same  point  in  time,  all 
but  539  were  under  the  236  program.   Like  the  rest  of  the  nation 
Boston  shifted  to  Section  236,  but  earlier  starts  under  Section 
221  (d)(3)  were  still  to  be  completed. 

The  BURP  program,  through  the  use  of  simplified  processing 
procedures  and  an  active  role  by  the  Federal  Housing  Administra- 
tion (FHA)  in  encouraging  the  participation  of  sponsors  who  were 
ostensibly  experienced  in  inner-city  housing  rehabilitation, 
succeeded  in  adding  some  2,000  rehabilitated  units  to  Boston's 
subsidized  total,  and  in  getting  rehabilitation  moving  thereafter 
on  a  larger  scale. 

As  a  result  of  the  active  role  of  the  urban  renewal  program 
in  encouraging  developers  to  utilize  housing  subsidy  programs 


4.   Under  the  Section  236  program,  the  federal  government  insures 
a  private  mortgage  and  pays  the  sponsor  supplemental  payments 
sufficient  to  reduce  debt  service  on  the  mortgage  to  that  of 
a  hypothetical  1  percent  mortgage.   This,  in  effect,  reduces  the 
government's  annual  expenditure  to  the  sum  of  these  payments, 
whereas  under  the  Below  Market  Interest  Rate  program,  the  full 
amount  of  all  mortgages  incurred  in  a  given  year  had  to  be 
appropriated. 
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and  of  the  BURP   demonstration,  Boston's  subsidized  housing  pro- 
gram displays  several  unique  features:   (1)  the  program  has 
generally  been  used  to  serve  low-Income  people  (rather  than 
middle-Income  groups,  the  experience  elsewhere);  (2)  Boston  has 
produced  a  relatively  large  total  number  of  subsidized  units; 
(3)  a  large  proportion  of  this  stock  was  financed  under  the  former 

Section  221  (d)(3)  program;  (4)  ownership  of  the  subsidized 

5 
housing  stock  is  highly  concentrated  among  a  few  sponsors. 

Emergence  of  Financial  Difficulties:   National  and  Local 
Perspectives 

Nationally,  there  has  been  growing  concern  over  the  rising 

rate  of  mortgage  defaults  and  terminations  under  the  several 

housing  subsidy  programs.    The  termination  rate  for  Section  221 

(d)(3)  units  Increased  from  an  average  of  1-2  percent  through 

1969  to  a  cumulative  rate  of  10  percent  by  the  end  of  1972. 

Although  the  Section  236  termination  rate  was  only  1.6  percent 

by  the  end  of  1972,  there  was  concern  that  it  would  eventually 

repeat  the  trends  of  both  the  Section  221  (d)(3)  BMIR  and  Section 

207  (multifamily  mortgage  insurance)  programs  by  escalating 


5.  The  Reconnaissance  Report  found  that  half  of  all  the  subsi- 
dized units  in  Boston  are  owned  by  six  sponsors. 

6.  Termination  means  either  foreclosure  (leaving  HUD  as  owner) 
or  assignment  of  the  mortgage  to  HUD  (meaning  that  HUD  has  paid 
the  original  mortgagee  the  full  amount  of  the  outstanding  mortgage 
and  is  now  the  mortgagee).  Default  means  failure  to  make  one  or 
more  monthly  debt  service  payments.   Prolonged  default  ultimately 
leads  to  assignment  or  foreclosure. 
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7 
sharply  some  eight  years  after  the  first  burst  of  production. 

At  the  end  of  1972,  10  percent  of  all  221  (d)(3)  BMIR  units  were 
in  mortgage  default;  the  corresponding  figure  for  Section  236 
was  3  percent. 

The  subsidy  programs  have  also  been  criticized  for  being 
inflationary.   Some  economists  have  concluded  that  the  demand 
for  land,  labor  and  materials  stimulated  by  subsidized  housing 
production  has  inflated  development  costs  in  excess  of  the  rent- 
paying  ability  of  low  and  moderate  income  families.   One  pre- 
diction is  that  the  inflation  attributable  to  the  demand  created 
by  federally  subsidized  housing  programs  will  increase  land 
prices  by  35  percent  in  many  cities.   Another  estimate  is  that 
one-fourth  of  a  recent  eight  percent  increase  in  the  Boeckh  in- 
dex of  residential  construction  costs  was  due  to  the  impact  of 

9 
subsidized  housing  on  local  markets. 

Moreover,  the  tax  incentives  which  have  been  instrumental 

in  stimulating  subsidized  housing  production  have  been  on  the  grounds 

both  that  they  allow  no  accounting  by  the  federal  government  of 


7.  An  Analysis  of  the  Section  235  and  236  Programs  prepared  by 
the  Congressional  Research  Service,  Library  of  Congress,  for  the 
Subcommittee  on  Housing  and  Urban  Affairs  of  the  U.S.  Senate 
Committee  on  Banking,  Housing  and  Urban  Affairs,  May  24,  1973- 

8.  Default  Status  of  HUD  Insured  Multi-family  Housing  Mortgages. 
HUD  Office  of  Administrative  and  Program  Services,  Statistics 
Branch,   January  23,  1973- 

9.  Quoted  in"Housing  Subsidies  Are  a  Grand  Delusion" , Gurney 
Breckenfeld,  Fortune  February,  1972.   The  first  estimate  was  made 
by  Lester  Thurow  of  the  Economics  Department  of  M.I.T.   The 
second  estimate  was  made  by  Henry  Schechter  of  the  Congressional 
Research  Service  of  the  Library  of  Congress. 
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the  housing  subsidy  implicit  In  their  use,  and  that  since  their 
use  is  not  tied  to  any  specific  operating  practices,  they  invite 
speculation  and  abuse. 

It  has  further  been  charged  that  these  programs  reach  only 
a  small  proportion  of  those  eligible,  and  that  the  eligibility 
requirements  themselves  exclude  many  deserving  families.   Finally, 
HUD  has  been  criticized  for  ignoring  the  need  for  quality  manage- 
ment while  concentrating  its  efforts  on  achieving  production 

,   10 
goals . 

Many  of  these  concerns  expressed  nationally  about  housing 
subsidy  programs  have  been  felt  in  Boston  as  well.   The  BURP 
program,  for  example,  was  not  achieved  without  a  great  deal  of 
controversy  over  the  quality  of  rehabilitation,  the  resulting 
higher  rents,  minority  participation  in  sponsorhip  and  employ- 
ment, and  difficulties  involved  in  relocating  the  original 
residents  of  the  buildings.     Management-tenant  disputes  have 
arisen  in  a  number  of  developments,  both  new  and  rehabilitated, 
over  the  amount  and  frequency  of  rent  increases,  the  presence 
of  major  physical  defects  and  certain  practices  of  management 
firms  alleged  to  be  violating  the  regulations  of  the  subsidy 
program. 


10.  See,  for  example.  Management  of  Federally-Assisted  Multi- 
family  Rental  Housing:   An  Analysis  of  the  Section  236  Program, 
Carla  Oklgwe,  Master's  Thesis,  M.l.T.  Department  of  Urban  Studies 
and  Planning. 

11.  See  An  Evaluation  of  the  Boston  Rehabilitation  Program, 
Urban  Planning  Aid  Inc.,  Cambridge,  Mass.,  September,  1969-   For  a 
retrospective  summary  of  the  views  of  many  of  the  participants  in 
BURP,  see  Innovations  in  Housing  Rehabilitation,  Boston  University, 
Urban  Institute/Monograph  #2,  Edited  by  Melvin  R.  Levin,  1969. 
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The  problems  recently  experienced  In  completing  a  subsidized 
development  in  Boston's  South  End  may  be  cited  as  an  illustration 
of  the  frustrations  encountered  by  public  and  private  participants 
in  the  program.   This  development,  a  combination  of  walk-up  and 
high-rise  technically  Innovative  pre-cast  concrete  buildings, 
is  one  of  the  last  Section  221  (d)(3)  projects  to  be  completed. 
Its  construction  period  was  marked  by  delays,  resulting  in  rent- 
up  beginning  nearly  two  years  later  than  planned.   The  buildings 
have  become  notorious  for  their  leaks,  and  these  and  other  defects 
have  led  local  agencies  to  slow  down  the  rate  of  occupancy, 
despite  HUD's  approval  of  the  buildings  and  the  acknowledged 
disastrous  effects  of  reduced  occupancy  on  cash  flow.   The  con- 
tractor, one  of  the  most  prolific  in  the  subsidized  housing  field, 
has  gone  bankrupt,  raising  problems  In  assigning  responsibility 
for  correcting  many  of  the  defects. 

When  the  project  was  formally  closed  out  by  HUD,  it  was 
partially  occupied  and  the  estimated  rent  increased  needed  to 
cover  the  expenses  resulting  from  the  delays  was  $30/unit/month. 
When  the  non-profit  community  sponsor  threatened  to  let  the 
project  go  into  foreclosure,  HUD  estimated  that  rents  would  in- 
crease by  $90/month  after  the  development  was  sold  on  the  private 
market.   The  sponsor,  now  controlled  partly  by  tenant  representa- 
tives, suggested  conversion  to  a  Section  236  mortgage  in  order 
to  lower  debt  service. 

This  alternative,  however,  would  also  have  raised  rents. 


Finally,  it  was  agreed  to  suspend  repayment  of  the  mortgage  for 

two  years  while  a  $13/unit/month  rent  increase  was  phased  in 

over  the  same  period — as  an  interim  measure,  in  the  hope  that 

"something  would  turn  up". 

Financial  Difficulties  Generate  Debate  Over  Alternative  Housing 
Subsidy  Strategies 

At  a  time  when  few  participants  in  federally-subsidized 
housing  programs  seemed  to  be  satisfied  with  their  results, HUD 
announced  a  moratorium  on  further  commitments  early  in  January, 
1973.   A  debate  has  ensued  over  whether  the  problems  encountered 
in  the  subsidy  programs  were  inherent  in  the  programs  themselves 
or  were  merely  the  result  of  faulty  administration.   A  major 
aspect  of  this  debate  concerns  the  issue  of  producer  versus 
consumer  subsidies.   Present  subsidy  programs  encourage  the  pro- 
duction of  developments  through  mortgage  insurance,  interest 
subsidies  and  tax  incentives  for  investors.   In  contrast,  consumer 
subsidies  would  provide  families  with  greater  flexibility  to 
purchase  housing  of  their  own  choice,  and  the  choice  of  new 
construction  rehabilitation  or  modest  renovation  would  be  more 
influenced  by  market  forces. 

There  is  a  great  danger  that  the  now  widespread  dissatis- 
faction with  present  subsidy  programs  will  result  in  abandonment 
of  the  producer  subsidy  approach  entirely,  without  an  adequate 
understanding  of  its  advantages  and  disadvantages.   Thus,  for 
example,  it  has  been  argued  that  consumer  subsidies  will  better 
serve  the  goal  of  dispersal  of  low-income  families  out  of  racial 


and  economic  ghettoes,  since  suburban  communities  will  be  less 
able  to  prevent  occupancy  by  individual  families  with  adequate 
purchasing  power  than  they  have  been  able  to  prevent  whole  new 
developments  earmarked  for  low  income  families.   Yet,  aside 
from  the  fact  that  dispersal  has  yet  to  achieve  the  status  of  a 
universally  agreed-on  housing  goal,  it  has  not  been  demonstrated 
that  consumer-oriented  subsidies  will  in  fact  result  in  sufficient 
housing  opportunities  for  those  who  most  need  them. 
Genesis  of  This  Study 

The  national  scene  Invites  speculation  as  to  whether  the 
problems  identified  to  date  are  temporary  or  permanent  features 
of  present  housing  subsidy  programs,  and  the  local  experience 
similarly  raises  the  question  of  whether  the  difficulties  en- 
countered in  Boston  have  been  isolated  events  or  symptoms  of 
deeper  defects  in  the  programs.   With  this  background.  The  Boston 
Urban  Observatory  and  the  Boston  Redevelopment  Authority  jointly 
conceptualized  the  present  study.   By  examining  a  representative 
group  of  subsidized  developments,  the  study  seeks  to  answer 
these  questions: 

What  is  the  extent  of  financial  trouble  in  Boston's 
subsidized  projects? 

-   What  are  management-tenant  relations  like  in  subsidized 
developments,  and  what  is  their  connection,  if  any, 
with  financial  condition? 

Who  is  being  served  by  the  programs,  and  how  well?   Is 
there  any  connection  between  who  is  being  served  and 
financial  condition? 

When  there  are  financial  or  social  difficulties,  who 
or  what  is  responsible:  federal  or  local  government 
policies,  managers,  owners  or  tenants? 
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Are  recent  efforts  by  HUD  to  increase  Its  capability 
In  the  mortgage  servicing  and  management  areas 
sufficient  to  Insure  that  future  developments  will 
avoid  the  problems  of  the  past? 

The  Inquiry  began  with  a  survey  of  all  subsidized  develop- 
ments in  the  Boston  Standard  Metropolitan  Statistical  Area 
(SMSA).   The  objectives  of  this  preliminary  study  were  to  assess 
the  extent  of  financial  problems,  to  provide  a  preliminary 
analysis  of  the  reasons  for  these  difficulties,  and  to  select  a 
study  sample  of  developments  which  represented  the  best  and  the 
worst  of  the  local  experience.   Among  the  findings  of  the 
Reconnaissance  Report  which  heavily  Influenced  the  remainder  of 
the  study  were: 

Forty  percent  of  all  subsidized  units  in  the  City  of 
Boston  were  in  default  or  had  had  mortgage  insurance 
terminated  through  assignment  or  foreclosure,  a 
situation  far  worse  than  the  national  experience. 

Financial  difficulty  as  measured  by  default  or  term- 
ination was  highly  concentrated  in  the  inner-city 
areas  of  Roxbury,  the  South  End  and  North  Dorchester. 

Practically  all  of  the  subsidized  rehabilitation  In 
the  SMSA  has  been  done  within  these  inner-city 
locations . 

The  detailed  study  following  the  Reconnaissance  Report  was 

structured  as  an  in-depth  look  at  36  developments  in  the  Boston 

SMSA,  which  were  chosen  to  represent  the  variety  of  ownership, 

construction,  and  locatlonal  types,  as  well  as  to  represent 

financially  successful  and  unsuccessful  projects.   In  addition, 

developments  were  chosen  to  cover  all  degrees  of  use  of 

"piggyback"  subsidies,  which  combine  the  normal  rent  reduction 


-11- 


of  subsidized  housing  with  leased  housing  or  rent  supplement 
subsidies  to  enable  low  Income  families  to  rent  units  at  a  cost 
not  higher  than  25  percent  of  their  Income.   A  detailed  cash 
flow  analysis  was  carried  out  for  each  development  In  the  sample 
over  Its  lifetime  to  date.   Four  groups  of  actors  In  the  sub- 
sidized housing  process  were  examined:   owners,  managers,  tenants 
and  public  officials.   The  sponsor  and  manager  of  each  develop- 
ment were  asked  to  participate  in  a  semi-structured  interview 
focusing  on  their  perceptions  of  the  major  successes  and  failures 
of  their  projects.   A  sample  survey  of  tenants  was  conducted 
consisting  of  280  interviews,  using  the  services  of  the  Survey 
Research  Program  of  the  University  of  Massachusetts  and  the  Joint 
Center  for  Urban  Studies  of  MIT  and  Harvard.   Officials  at  HUD, 
the  Federal  National  Mortgage  Association  (FNMA),  the  BRA,  the 
Boston  Housing  authority  and  the  Boston  Rent  Board  were  Interviewed 
as  the  study  progressed  and  identified  Issues  relating  to  these 
agencies . 

In  order  to  clarify  the  overall  structure  of  this  report, 
it  may  be  helpful  to  state  in  a  very  general  way  some  of  the  major 
findings.   The  nature  of  these  results  has  led  to  a  presentation 
of  the  results  in  a  particular  order  despite  the  fact  that  the 
entire  housing  subsidy  system  seems  always  to  defy  any  attempt 
to  start  with  a  discussion  of  only  one  of  its  components. 

Although  there  are  widespread  financial  and  management- 
tenant  difficulties  In  Boston,  the  subsidized  develop- 
ments do  not  appear  destined  for  abandonment  or 
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demolition  —  they  are  just  more  expensive  to  operate 
than  anticipated. 

The  heavy  emphasis  on  production  has  been  detrimental 
to  the  successful  administration  of  the  programs.   In 
many  projects  In  trouble,  the  problems  are  In  part 
attributable  to  actions  and  decisions  taken  before 
occupancy,  during  the  development  process.   That  Is, 
trade-offs  were  made  which  ensured  completion  of 
projects  at  the  expense  of  balanced  operating  budgets. 
HUD  has  now  moved  to  reduce  many  of  these  problems, 
but  existing  projects  continue  to  suffer  from  the 
legacy  of  development  and  unless  more  fundamental 
changes  are  made,  similar  problems  threaten  to  plague 
future  subsidized  housing  production. 

Each  group  of  actors  Involved  In  the  housing  process 
has  constrained  the  options  and  activities  of  the 
next  set  of  actors  in  the  process.   HUD's  definition 
of  the  programs  and  its  implicit  and  explicit  in- 
structions to  local  FHA-HUD  officials  Impeded  HUD 
Area  Office  personnel;  developers  acted  in  response 
to  the  signals  given  by  HUD  and  the  BRA;  managers 
were  restricted  by  the  decisions  made  by  developers; 
and  tenants  responded  to  the  shelter  they  found  once 
they  moved  in. 

While  this  represents  an  oversimplified  model,  omitting 
many  Inter-actlons  and  feedbacks,  it  is  a  useful  construct 
for  putting  into  perspective  many  of  the  problems  of  Section  236 
and  221  (d)(3)  subsidized  rental  housing.   The  entire  report 
has  been  structured  according  to  this  model,  and  the  text  con- 
tains the  many  details  and  evaluation  omitted  in  this  brief 
description.   Thus,  the  discussion  begins  with  an  overview  of 
the  scope  and  nature  of  financial  problems,  continues  with  an 
analysis  of  the  development  process  and  how  HUD  policies  have 
affected  them.   It  then  provides  a  detailed  analysis  of  occupied 
project  finances,  presents  the  views  of  sponsors  and  managers 
as  to  finances  and  operations,  and  ends  with  the  analysis  of 
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tenant  interviews.   The  report  summarizes  the  findings  and 
recommendations  and  links  the  conclusions  of  this  study  of 
subsidized  projects  in  Boston  with  those  of  other  studies 
based  on  the  operation  of  the  program  nationally. 


II.    SCOPE  AND  NATURE  OF  FINANCIAL  PROBLEMS:   AN  OVERVIEW 

Introduction 

If  HUD's  designated  categories  of  financial  difficulty  — 
default,  assignment,  and  foreclosure  —  are  used  as  the  criteria 
for  making  an  overall  assessment  of  financial  conditions  of 
federally-subsidized  housing,  it  indicates  that  nearly  one- 
third  of  all  housing  developments  in  metropolitan  Boston  are  in 
some  form  of  trouble.   This  record  is  worse  for  projects  located 
within  the  city  of  Boston,  where  40  percent  of  all  developments 
are  classified  by  HUD  as  being  in  poor  financial  health. 

Although  comparative  data  are  meager,  available  information 
suggests  the  relative  seriousness  of  the  situation  in  the  Boston 
area,  particularly  in  the  central  city.   At  the  close  of  1972, 
for  example,  35  percent  of  the  221  (d)(3)  BMIR  housing  units 
within  the  city  of  Boston  were  in  projects  delineated  in  default 

as  compared  with  a  figure  of  10  percent  for  similar  subsidized 

2 
housing  types  in  the  nation  as  a  whole.    On  December  31,  1971, 

the  default  rate  for  221  (d)(3)  BMIR  housing  within  the  juris- 
diction of  the  Boston  Area  Office  of  HUD  (equivalent  roughly 
to  the  state  of  Massachusetts)  was  l4  percent,  ranking 
Massachusetts  as  third  highest  among  all  the  states.   Moreover, 


1.  See  Reconnaissance  Report,  Table  11-3- 

2.  Default  Status  of  HUD  Insured  Multi-family  Housing 
Mortgages,  HUD  Office  of  Administrative  and  Program  Services, 
Statistics  Branch,  January  23,  1973- 
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thls  same  group  of  subsidized  housing  had  a  mortgage  modifica- 
tion rate  of  7  percent  at  the  end  of  1971j  highest  of  any  state 

3 

in  the  nation. 

With  the  above  aggregate  information  justifying  the 
desirability  of  a  probing  inquiry  into  the  finances  of  federally- 
subsidized  rental  housing,  it  became  clear  that  a  more  detailed 
investigation  required  a  reliable  data  base. 

As  pointed  out  in  Chapter  Ijthe  data  base  for  this  report 
is  a  sample  of  36  subsidized  projects  representative  of  the 
entire  subsidized  stock  in  the  Boston  SMSA.   Not  only  was  the 
sample  drawn  to  reflect  project  variations  in  terms  of  physical, 
social  and  investment  characteristics  (project  location,  pro- 
ject sponsorship,  type  of  construction,  degree  of  rent  subsidy), 
but  adjustments  were  made  during  the  process  of  developing  the 
final  sample  so  that  it  would  incorporate  major  variables  of 
financial  success  or  difficulty,  and  thereby  facilitate  in- 
depth  analysis  of  the  causes  thereof.   These  refinements  were 
based  on  detailed  analysis  of  project  finances  and  on  a  new 

classification  of  financial  conditions,  as  subsequently  described 

4 
in  this  chapter. 


3.  U.  S.  Department  of  Housing  and  Urban  Development,  1971  HUD 
Statistical  Yearbook  (Washington,  D.C.:   U.  S.  Government 
Printing  Office,  1972),  Table  191. 

4.  See  Appendix  D  for  an  explanation  of  how  cash  flow  was 
determined  and  Appendix  A  for  a  discussion  of  how  these  projects 
were  selected. 
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During  the  preliminary  survey  which  culminated  in  the 
Reconnaissance  Report  of  this  study,  it  became  clear  that  HUD's 
classification  for  identifying  and  ranking  the  financial 
difficulties  of  subsidized  housing  projects  was  an  Inadequate 
analytical  tool  for  conducting  an  overview  of  financial  operations 
for  the  entire  stock  of  SMSA  developments  and  for  the  detailed 
inquiry  into  the  finances  of  occupied  projects,  which  is  covered 
in  Chapter  IV.   Thus,  the  discussion  in  the  following  sections 
begins  with  a  refinement  of  available  indices  of  financial 
difficulty  based  on  varying  degrees  of  cash  flow  condition  and 
the  ranking  of  projects  according  to  these  more  precise  criteria. 
From  this  re-classlf icatlon  emerged  more  accurate  and  dependable 
conclusions  concerning  the  financial  condition  of  the  subsidized 
housing  stock  in  the  Boston  SMSA  and  the  central  city.   The 
remainder  of  Chapter  II  focuses  on  the  nature  and  scope  of 
financial  difficulties,  tracing  and  explaining  operating  expense/ 
income  trends,  identifying  and  analyzing  the  major  sources  of 
financial  problems,  and  evaluating  the  linkages  of  project 
characteristics  with  major  components  of  the  operational/ 
financial  equation. 
New  Criteria  for  Measuring  Financial  Condition 

Although  the  development  process  generates  many  of  the 
financial  problems  which  plague  occupied  projects,  as  described 
in  Chapter  III,  financial  survival  depends  on  the  relationship 
between  income  and  expenses  once  tenants  move  into  buildings. 
If  the  two  major  fiscal  factors  keep  pace  with  one  another. 
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projects  can  survive  any  difficulties  created  during  development. 
But  if  expenses  outstrip  income  and  income  cannot  be  raised  to 
meet  costs,  then  projects  are  in  trouble.   Unfortunately,  the 
latter  situation  exists  in  many  projects  throughout  the  Boston 
area.   In  order  to  understand  the  financial  condition  of 
221  (d)(3)  and  236  projects,  an  in-depth  analysis  was  made  of 
the  cash  flow  of  the  36  projects  mentioned  above.   Based  on 
this  study,  projects  were  classified  into  three  categories  of 
financial  condition. 

If  a  project  was  breaking  even  or  needed  no  more  than 
$60  per  unit  per  year  in  order  to  break  even,  then  it  was 
classified  as  financially  sound.   If  it  required  between  $60 
and  $300  per  year  adjustment  in  rents  and/or  expenses  to  break 
even,  then  it  was  classified  as  having  some  financial  problems. 
Generally,  the  managers  of  projects  in  this  category  perceived 
a  way  out  of  these  difficulties,  although  eventual  soundness 
is  by  no  means  universally  assured.   Finally,  if  a  project's 
cash  flow  deficit  was  greater  than  $300  per  unit  per  year,  or 
if  the  project  was  foreclosed  or  in  the  process  of  foreclosure, 
then  it  was  judged  to  have  serious  financial  problems.   Typically, 
such  projects  have  frequently  been  in  default. 
Project  Evaluation  Based  on  New  Criteria 

Based  on  this  classification,  only  one-quarter  of  the  36 
projects  examined  in  detail  were  in  sound  financial  condition  as 
of  January  1973,  while  one-third  had  some  financial  problems. 
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and  the  remainder  had  serious  problems.   The  typical  project 
in  serious  financial  difficulty  lost  an  average  of  $336  per  unit 
in  1972,  or  21  percent  of  its  potential  gross  income.   It  would 
require  the  equivalent  of  an  extra  two  months  rent  annually  to 
make  up  this  deficit.   Those  experiencing  some  financial  diffi- 
culty are  losing  an  average  of  $192/unit/year ;  those  in  sound 
financial  condition  netted  an  average  of  $26/unit/year ,  although 
most  experienced  a  small  loss.   A  summary  of  the  financial  condi- 
tion of  projects  in  the  sample  is  shown  below. 
Financial  Condition         Criterion  Number  of  Projects 

Sound  1972  cash  flow  positive,         9 

or  deficit  no  more  than 
$60/unit/yr. 

Some  financial  problems   1972  cash  flow  deficit  13 

between  $6l-$300/unlt/yr . 

Serious  financial        1972  cash  flow  deficit  l4 

problems  greater  than  $300/unlt/yr , , 

or  project  foreclosed,  or 

project  being  foreclosed. 

Although  the  sample  of  projects  is  not  completely  representa- 
tive of  all  projects  in  the  city,  it  is  sufficiently  so  to  support 
the  conclusion  that  the  majority  of  subsidized  projects  in  the 
Boston  SMSA  are  in  operating  difficulty.   It  also  suggests  that 
the  measures  of  financial  condition  ordinarily  used  by  HUD  tend 
to  under-represent  actual  fiscal  trouble.   HUD  usually  cate- 
gorizes projects  according  to  whether  their  mortgage  payments 
are  up-to-date.  In  default,  or  in  the  process  of  assignment  or 
foreclosure.   Because  cash  flow  can  —  and,  in  fact,  must  — 
become  negative  before  any  mortgage  payments  are  skipped,  cash 
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position  Is  a  more  Immediate  advance  warning  of  financial 
difficulties.   According  to  HUD's  classification,  5  out  of  the 
13  projects  with  "some  financial  problems"  in  the  above  summary 
are  not  in  difficulty,  nor  are  2  of  the  l4  with  "serious 
financial  problems".   While  this  study  found  that  three-quarters 
of  a  representative  sample  of  36  projects  needed  financial  help, 
HUD  identified  financial  need  only  in  slightly  more  than  half  of 
them.   Clearly  HUD  requires  more  useful  indicators  of  project 
fiscal  conditions. 

Even  the  figures  based  on  the  revised  classification  may 
paint  too  rosy  a  picture  because  almost  no  projects  have  re- 
serves which  could  cover  increasing  operating  expenses.   The 
average  sound  project  just  breaks  even,  without  any  leeway  to 
absorb  rising  costs.   Only  one-third  of  the  developments 
considered  financially  sound  experienced  a  positive  cash  flow 
in  1972.   All  others  must  seek  rent  increases  when  operating 
costs  rise.   Most  sound  projects  have  been  able  to  hold  their 
own  during  the  past  3  years  by  obtaining  timely  rent  increases. 
However,  average  annual  rent  increases  have  exceeded  annual 
operating  cost  increases  in  only  3  of  the  9  sound  projects 
which  have  had  rent  increases  to  date.   The  discrepancy  between 
income  and  expenses  is  far  greater  among  projects  in  serious 
trouble  which  have  had  rents  slip  relative  to  expenses  by  an 
average  of  $48/unit/year  during  the  1970-72  period.   In  the 
few  troubled  projects  where  rents  have  gained  on  expenses,  the 
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Improvements  have  still  not  compensated  for  current  deficits. 
Thus,  few  troubled  projects  have  been  able  to  strengthen  their 
financial  position  significantly.   In  the  majority,  the  gap  be- 
tween income  and  expenses  is  slowly  widening.   For  the  sample 
as  a  whole,  expense  increases  have  exceeded  rent  increases  by 
an  average  of  $26  per  unit  per  year. 
Causes  of  Income-Expense  Gaps 

The  apparent  inability  of  projects  to  eliminate  operating 
deficits  is  largely  attributable  to  HUD's  initial  policy  on 
rent  increases  which  has  recently  (1973)  been  changed.   No  sub- 
sidized housing  project  can  increase  rents  until  it  obtains 
approval  from  HUD.   Originally,  once  rents  were  set  at  initial 
occupancy,  they  could  be  raised  only  to  cover  documented  cost 
increases,  such  as  higher  utility  bills  or  larger  repair  costs. 
Because  HUD  granted  rent  increases  only  for  costs  alreay  incurred, 
it  effectively  required  that  projects  incur  operating  deficits 
before  they  are  permitted  to  request  additional  rental  income. 
HUD  even  refused  to  base  increases  on  predictable  costs,  such 
as  publicly-announced  utility  rate  hikes  or  the  rise  in  rents 
which  automatically  follows  a  real  estate  tax  increase.   While 
HUD's  procedure  was  based  on  an  understandable  desire  not  to 
allow  unnecessary  rent  hikes,  it  resulted  in  a  considerable 
time  lag  between  new  expenses  and  additional  rents  to  cover 
them.   Since  costs  are  rising  constantly  with  inflation,  the 
effect  of  HUD's  rules  was  that  project  income  was  always  behind 
current  expenses.   This  is  illustrated  by  the  composite  history 
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of  15  221  (d)(3)  projects  that  have  been  occupied  since  1969. 
Over  the  1969-72  period  rental  Income  available  to  cover 
operating  expenses  in  any  given  year  very  nearly  equalled  the 
actual  expenses  of  the  previous  year.   (Figure  D-2  in  Appendix) . 
During  this  period  project  expenses  (exclusive  of  debt  service 
and  real  estate  taxes)  increased  by  an  average  of  13  percent 
per  year,  while  rents  rose  by  only  6  percent  per  year. 

The  chronic  lag  between  expenses  and  rents  is  one  of  the 
major  management  problems  attributable  to  the  public  regulation 
of  subsidized  housing.   It  is  further  aggravated  by  the  lengthy 
amount  of  time  often  required  to  get  HUD  approval  for  rent  in- 
creases.  Although  HUD  regulations  state  that  all  rent  requests 
shall  be  handled  with  the  utmost  speed,  obtaining  approval  has 
been  a  long  and  expensive  procedure.   In  the  past,  almost  no 
increases  were  granted  in  less  than  six  months,  and  frequently 
as  much  as  12  or  I8  months  elapsed.   Delays  were  caused  mostly 
by  understaf f ing  the  HUD  department  responsible  for  processing 
rent  increases.   This  agency  did  not  have  enough  persons 
assigned  to  mortgage  servicing.   HUD  is  also  culpable  for  short- 
changing the  needs  of  occupied   projects  in  favor  of  promoting 
the  production  of  new  projects.   Thus,  HUD's  familiar  bias  in 
favor  of  production  exacerbates  the  operating  problems  of 


5.   This  group  of  15  developments  which  received  endorsement 
before  1969j  was  selected  to  monitor  a  group  with  fixed  debt 
service  over  a  longer  period  of  time.   It  is  referred  to  else- 
where in  the  report  as  the  stable  sample. 
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occupled  projects.   However,  in  fairness,  it  must  be  added 
that  projects  with  the  most  serious  financial  problems  could 
not  be  salvaged  simply  by  more  rapid  rent  increases.   From  the 
very  beginning  their  deficits  were  so  large  that  low  and  many 
moderate  income  tenants  could  not  afford  the  rents  needed  to 
make  them  up. 

HUD  is  now  catching  up  with  its  backlog  of  rent  increase 
applications  and  the  problems  of  low  income  tenants  facing 
large  adjustments  in  rent  are  beginning  to  crystallize.   Those 
developments  in  which  rent  increases  have  been  more  rapid  than 
expense  increases  (8  developments)  have  been  able  to  reduce  or 
eliminate  the  deficit  caused  by  initial  operating  cost  overruns. 
What  distinguishing  features  do  these  projects  share?   All  but 
one  have  kept  annual  expense  increases  below  $50/unit/year . 
This  effort  at  cost  control  was  greatly  facilitated  by  the  fact 
that  most  of  these  projects  did  not  include  electricity  in  their 
budget — the  tenant  was  responsible  for  paying  electricity  bills. 

In  contrast,  those  12  developments  where  expenses  greatly 
outgrew  rents  were  predominantly  rehabilitated  developments 
where  HUD  required  the  project  to  provide  electricity.   The 
inflation  in  electricity  costs  was  not  the  only  reason  for  the 
growth  in  these  projects'  deficits,  however,  since  in  many 
cases  (new  and  rehab)  the  gap  was  larger  than  what  could  have 
been  attributed  to  electricity  alone.   Other  expenses  such  as 
fuel,  maintenance  and  insurance  appear  to  have  also  been  less 
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well  controlled  In  this  group  of  developments.   Further,  many 
of  these  projects  were  unable  to  Increase  rents  significantly, 
for  a  variety  of  reasons.  Including  HUD's  delays,  economic 
stabilization  guidelines,  rent  strikes  and  failure  to  request 
rent  increases.   The  reasons  for  the  latter  Included  fear  of 
retaliatory  vandalism  as  well  as  an  Inadequate  awareness  of  the 
magnitude  of  the  project's  deficit. 

The  difference  between  sound  and  problem  projects  is 
almost  entirely  due  to  project  expenses,   exclusive  of  debt 
service  and  real  estate  taxes.   Only  occasionally  is  it 
attributable  to  larger  percent  mortgage  expenses.   Financial 
problems  correlate  both  with  Increasing  expenses  during  occupancy 
and  with  underestimation  of  operating  costs  during  development. 
The  same  projects  seem  to  suffer  both  the  greater  underestimations 
and  the  greater  increases  in  operating  costs. 

When  projected  expenses  are  compared  with  those  of  the 
initial  full  fiscal  year  of  operation  for  all  projects,  projects 
in  serious  difficulty,  with  two  exceptions,  are  seen  to  have 
operating  expense  overruns  greater  than  the  mean  of  all  36  pro- 
jects analyzed  ($278/unit/year ) .   In  contrast,  (except  for  one 
development)  financial  condition  is  not  strongly  correlated  with 
the  total  sum  of  construction  cost.   The  one  exception  is  the 
non-profit  project  category.   For  non-profit  projects,  debt 


6.   These  expenses  include  direct  costs  such  as  utilities, 
repairs,  maintenance,  and  Insurance;  and  indirect  costs  such 
as  bad  debts. 
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service  typically  runs  $150-$200/unlt/year  higher  than  for 

7 
limited  dividend  projects.    The  non-profit  projects  with  the 

highest  debt  service,  regardless  of  whether  they  are  rehab  or 

new  construction,  are  all  In  financial  difficulty  to  a  partial 

extent  because  of  their  large  mortgages. 

Among  all  kinds  of  projects,  financial  difficulties  are 
correlated  with  the  amount  of  construction  overruns,  or  with 
the  amount  which  construction  costs  Increased  while  building 
was  underway.   Financial  problems  exist  In  all  projects  for 
which  annual  debt  service  rose  by  more  than  $80/unlt/year  due 
to  construction  cost  Increases  Incurred  between  the  Initial 
and  final  closing. 
Financial  Difficulties  and  Project  Characteristics 

Financial  difficulty  also  tends  to  be  associated  with 
particular  project  characteristics:   mode  of  construction  (new 
versus  rehab),  location,  and  type  of  sponsor.   Financial  prob- 
lems are  more  widespread  in  rehab  than  in  new  construction; 
within  the  core  city  locations  of  Roxbury,  South  End  and 
Dorchester   than  in  other  Boston  neighborhoods  and  suburban 
sites.   Among  newly  constructed  projects  in  the  core,  financial 
difficulty  is  greater  among  non-profits  than  among  limited 

Q 

dividends.    However,  these  characteristics  do  not  appear  to  be 


7.  Since  the  mortgages  for  non-profits  cover  100  percent  of 
replacement  value,  as  contrasted  with  90  percent  for  limited 
dividends,  the  actual  disparity  in  mortgages  is  more  than  the 
10  percent  expected  from  the  difference  in  sponsorship. 

8.  See  Tables  D-8  through  D-11  in  Appendix. 
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the  direct  cause  of  financial  problems;  rather,  they  are  linked 
to  certain  physical,  financial  and  social  qualities  which  make 
certain  projects  susceptible  to  higher  operating  costs.   Thus, 
rehab  projects  tend  to  have  higher  operating  expenses  than  new 
construction.   Their  higher  costs  are  partially  attributable 
to  the  characteristics  of  older  structures;  for  instance,  in- 
sulation or  window  casings  may  be  inadequate  in  older,  rehabbed 
buildings,  leading  to  higher  heating  bills.   Older  materials 
and  structures  may  be  harder  to  clean  or  need  more  repairs  than 
new  buildings,  causing  higher  maintenance  costs.   Many  external 
factors  can  also  mitigate  against  inner  city  projects:   neigh- 
borhood crime  and  vandalism;  negative  attitudes  of  insurers 
which  bring  higher  prices  for  insurance;  and  a  higher  incidence 
of  poorer  families  needing  double  subsidies  which  leads  to 
larger  administrative  costs  for  project  management. 

Thus,  the  relatively  poorer  performance  of  rehab  projects 
may  be  attributed  largely  to  higher  expenses  —  $280/unit/year 
more  than  in  new  construction.   Similarly,  all  Boston  projects, 
not  just  those  in  the  core,  tend  to  have  operating  expenses 
higher  by  $300/unit/year  than  suburban  projects.   In  both  the 
rehab/new  and  Boston/suburban  variances,  all  kinds  of  operating 
expenses  are  involved:   administrative,  operating,  maintenance 
and  insurance.   Furthermore,  initial  operating  cost  overruns 
(actual  in  excess  of  estimates)  were  most  pronounced  in  rehab 


-27- 


projects  and  In  projects  Inside  Boston,  especially  within  inner 
core  areas.   Thus,  these  projects  generally  began  occupancy  with 
a  worse  deficit  than  new  and  suburban  projects.   Moreover, 
HUD-FHA  did  not  seem  to  have  taken  note  of  the  operating  expense 
differentials  related  to  mode  of  construction  and  location.   It 
never  made  an  attempt  to  compensate  for  them  by  approving  higher 
operating  budgets. 

When  financial  difficulties  result  in  prolonged  default,  a 
project's  mortgage  will  eventually  be  assigned  to  HUD  or  fore- 
closed.  Of  the  15  projects  assigned  to  HUD,  10  have  been 
rehabilitated  projects,  and  the  remaining  5,    non-profit  new 
construction  developments.   At  the  end  of  1972,  all  but  one  of 
the  five  foreclosed  developments  were  rehabilitation  projects, 
and  several  of  these  were  foreclosed  before  final  endorsement. 
(One  of  these  five  has  since  been  sold  to  HUD  and  has  been  con- 
verted to  a  221  (d)(3)  project.)   As  of  the  end  of  1973,  eight 
additional  projects  in  Roxbury  have  had  foreclosure  proceedings 
against  them,  bringing  the  total  number  of  developments  in  or 
near  foreclosure  to  twelve. 


III.   THE  IMPACT  OF  THE  DEVELOPMENT  PROCESS 
ON  FINANCIAL  PROBLEMS 


Introduction 

The  prior  chapter  provided  an  overview  of  the  financial 
condition  of  subsidized  housing  In  the  Boston  SMSA  and  the 
central  city,  analyzing  the  principal  causes  of  project 
financial  difficulties  and  correlating  project  characteristics 
with  degrees  and  kinds  of  financial  problems.   The  hypothesis 
of  this  chapter,  alluded  to  In  the  relatively  brief  discussions 
of  Chapters  I  and  II  Is  that  many  of  the  roots  of  project 
difficulty,  management  and  tenant  as  well  as  financial,  can  be 
traced  back  to  federal  policies  underlying  the  housing  develop- 
ment process  of  the  sixties.   Chapter  III  will  therefore 
describe  the  major  characteristics  of  the  development  process, 
placing  particular  emphasis  on  the  nature  and  consequences  of 
Its  Incentives  and  constraints. 

In  addition,  this  chapter  provides  a  detailed  analysis  of 
development  costs,  compares  costs  with  those  of  market  housing, 
and  evaluates  the  reasonableness  of  subsidized  housing  con- 
struction costs.   The  chapter  also  examines  the  effects  of  the 
development  process  on  the  financial  structures  of  projects  and 
makes  detailed  Inquiries  Into  the  financial  Implications  of 
rental  policies  and  practices,  operating  budget  policies  and 
mortgage-debt  service  constraints.   Throughout  the  discussion 
the  focus  Is  on  the  responses  of  HUD  and  local  officials  to  the 
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conditlons  and  limitations  of  a  development  process  which  Is 
highly  geared  to  achieving  an  ambitious  goal  of  housing  pro- 
duction, to  the  relative  neglect  of  other  equally  Important 
housing  services  objectives. 
Housing  and  Urban  Development  Act  of  1968:   Goals  and  Incentives 

The  subsidized  housing  programs  of  the  1960's  attempted 
to  enlist  the  resources  of  the  private  sector  in  meeting  the 
housing  needs  of  the  nation's  lower  Income  residents.   To  such 
end,  the  Section  221  (d)(3)  program  was  authorized  by  Congress 
in  1961  and  replaced  by  the  Section  236  program,  in  I968.   The 
goals  for  these  efforts  were  articulated  by  the  Housing  and 
Urban  Development  Act  of  I968,  which  was  expected  to  generate 
the  construction  or  rehabilitation  of  6  million  federally- 
assisted  units  during  the  following  decade. 

In  order  to  meet  such  ambitious  production  goals,  the  sub- 
sidized housing  programs  incorporate  a  system  of  Incentives 
which  make  Investment  in  subsidized  housing  relatively  attractive 
vls-a-vis  private  market  alternatives.   Often  overlooked, 
however,  are  the  constraints  which  accompany  or  emerge  from  the 
incentives,  constraints  which  are  not  always  explicitly  Identified 
and  may  often  be  unanticipated  by  the  less  experienced  developer. 

Current  national  housing  legislation  provides  for  two  types 
of  production  incentives  —  those  which  reduce  the  final  cost  of 
housing,  and  those  which  offer  attractive  financial  benefits. 
Non-profit  and  cooperative  developers  are  attracted  by  the 
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possiblllty  of  providing  lower  Income  households  with  decent 
housing;  limited  dividend  Investors,  restricted  to  six  percent 
bef ore-tax  profits,  are  given  the  advantages  of  an  assured 
market  and  a  number  of  ancillary  economic  benefits. 
Housing  Production  Incentives 

The  principal  mechanisms  designed  to  reduce  the  final  cost 
of  housing  are  the  guarantees  of  a  40-year  mortgage  and  the 

subsidizing  of  mortgage  Interest  payments.    The  Impacts  of  these 

2 
reductions  are  Intensified  by  relatively  high  loan/value  ratios. 

Housing  cost  Is  further  reduced  by  the  authorized  use  of 

supplementary  subsidies  to  be  used  In  combination  with  the 

Interest  subsidy  program.   Thus,  up  to  40  percent  of  the  units 

In  subsidized  developments  may  receive  rent  supplements, 

committed  by  the  federal  government  for  40  years. 


1.  Under  Section  221  (d)(3)j  developers  obtained  loans  at  3 
percent  Interest  from  lending  Institutions,  which  Immediately 
sold  the  mortgage  to  the  Government  National  Mortgage  Association 
(GNMA)  or  to  the  Federal  National  Mortgage  Association  (FNMA), 
Its  predecessor  before  1968. 

Under  Section  236,  developers  obtain  40-year  loans  at  market 
Interest  rates.   HUD  pays  the  lender  the  difference  between 
amortization  at  the  market  rate  Interest  and  amortization  at  a 
1  percent  Interest  rate.   Tenants  eligible  for  such  housing  are 
expected  to  pay  the  higher  of  a  basic  or  25  percent  of  adjusted 
Income  for  rent,  and  any  excess  project  Income  must  be  returned 
to  HUD. 

2.  Under  Section  236,  limited  dividend  corporations  can  borrow 
up  to  95  percent  of  total  project  value,  and  non-profit  corpora- 
tions and  cooperatives  can  borrow  100  percent  of  value. 

3-    The  Rent  Supplement  Program  was  authorized  by  Congress  in 
1965.   Low  income  families  with  Incomes  above  the  public  housing 
limits  are  expected  to  pay  25  percent  of  Income  in  rent.   The 
federal  government  pays  the  developer  the  difference  between  the 
tenants'  share  and  the  subsidized  "market"  rent. 
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Or  the  local  housing  authority  may  lease  units  from  the  developer 

4 
for  public  housing  tenants. 

Finally,  cost-reducing  incentives  used  widely  in  Boston 
have  included  eminent  domain  and  land  write-downs  for  develop- 
ments in  urban  renewal  areas,  and  special  property  tax  arrange- 

5 
ments  with  the  city's  Assessing  Department. 

Financial  inducements  available  to  the  profit-oriented 
investor  are  incorporated  principally  in  attractive  tax  provisions, 
including  accelerated  depreciation  at  rates  in  excess  of  true 
depreciation,  which  may  "shelter"  ordinary  incomes  from  taxes, 
and  which  has  a  limited  recapture  period.    In  addition,  limited 
dividend  sponsors  of  subsidized  housing  may  raise  equity  by 
selling  what  amounts  to  tax  shelters,  or  they  may  substitute 
services  for  equity  by  establishing  an  identity  of  interest  be- 
tween developer  and  builder,  architect  or  lawyer. 


4 


4.  Section  23  Leased  Housing  Program,  authorized  in  1965- 

5.  Through  1972,  property  taxes  on  subsidized  residential 
property  were  15  percent  of  gross  income.   Beginning  in  1973 j 
gross  residential  income  was  being  taxed  at  17  percent;  any 
proceeds  from  commercial  uses  have  been  taxed  at  20  percent 
of  gross  income. 

6.  The  relative  attractiveness  of  investment  in  subsidized 
housing  was  increased  by  the  Tax  Reform  Act  of  I969  which  allows 
both  a  greater  acceleration  of  depreciation  for  residential 
relative  to  non-residential  property,  and  a  shorter  period 

for  recapture  of  depreciation  for  federally-subsidized  property. 
New  subsidized  residential  property  can  be  depreciated  with  a 
double  declining  method,  and  excess  depreciation  can  be  re- 
captured (taxed  at  ordinary  income  rather  than  capital  gains 
rates)  in  full  only  up  to  20  months  compared  to  100  months  for 
non-subsidized  residential  property. 
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Houslng  Production  Constraints 

Despite  these  Incentives,  the  developer  Is  quickly  affected 
by  a  number  of  constraints  which  may  raise  the  final  cost  of 
housing.   One  source  of  constraints  Is  the  hidden,  and  to  the 
developer,  often  contradictory  goals  served  by  the  housing 
programs.   Thus,  the  training  and  employment  of  unskilled  labor 
from  neighborhoods  In  which  the  developments  were  sited,  the 
use  of  local  business  concerns  for  such  purposes  as  professional 
services  and  construction,  and  experimentation  In  new  building 
technologies  are  either  administratively  urged  or  Implicitly 
mandated,  while  the  federal  Davis-Bacon  provisions  require  out- 
right payment  of  prevailing  union  wages. 

Another  constraint,  which  was  deliberately  circumvented 
In  the  BURP  demonstration,  has  been  the  high  level  of  construction 
and  renovation  standards  required.   Compliance  with  standards 
prescribed  by  federal  mortgage  Insurance  criteria,  as  well  as 

with  local  building  codes,  has  particularly  Impeded  any 

7 
imaginative  approaches  to  opportunities  In  housing  rehabilitation. 

Moreover,  the  developer  of  subsidized  housing  was  expected 
to  maintain  special  sensitivity  to  community  housing  needs  as 
reflected  In  the  rigid  timing  and  large  scale  Induced  by  federal 
programs.   Relocation,  which  never  was  an  Issue  In  private  fix- 
up,  became  the  responsibility  of  developer-rehabllltators  In 


7.    While  all  rehabilitation  Is  theoretically  subject  to  local 
building  codes,  much  Imaginative,  low-cost  upgrading  In  the  city 
occurs  In  spite  of  these  codes. 
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non-urban  renewal  areas.   Although  developers  were  required  to 
provide  relocation  services,  only  sometimes  were  they  permitted 
to  Incorporate  relocation  payments  within  mortgages.   When  they 
did  this,  it  further  increased  the  difficulty  of  keeping  costs 
within  prescribed  mortgage  limits. 

The  final  and  perhaps  most  irritating  constraint  of  all 
(except  for  the  BURP  program,  which  featured  streamlined  pro- 
cessing) is  the  time  and  effort  expended  in  negotiating  and 
implementing  a  development  through  the  bureaucratic  maze.   From 
the  feasibility  application  through  the  application  for  condi- 
tional commitment,  application  for  firm  commitment,  initial 
closing,  construction,  tenant  selection  and  final  closing,  the 
plethora  of  forms  and  conferences  can  exhaust  even  the  most 
seasoned  developer.   High  administrative  costs  are  incurred  in 
the  ordinary  course  of  affairs,  and  the  long  processing  period 
can  expose  the  project  to  the  vicissitudes  of  inflation.   Thus, 
the  subsidized  housing  programs  have  lured  developers,  including 
the  unwitting,  into  embarking  on  projects,  only  to  discover 
themselves  locked  into  endless  rounds  of  negotiation. 
"The  Big  Six":   Local  Approach  to  Wholesaling  Housing  Production 

Before  analyzing  the  Impacts  of  the  development  process  on 
the  financial  structures  of  subsidized  housing,  it  may  be  useful 
to  examine  the  league  of  participating  developers  for  clues  to 
the  unusual  degree  of  financial  difficulties  which  characterize 
Boston's  subsidized  housing  scene.   What  is  most  striking  about 
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the  pattern  of  developer-actors  In  Boston  is  the  fact  that  at 
the  end  of  1972  six  of  them  (with  36  projects  totalling  some 
6,500  dwelling  units)  owned  fully  44  percent  of  the  14,500  units 
of  completed  subsidized  housing  in  the  Boston  SMSA.   The  holdings 
of  the  "big  six"  within  the  City  of  Boston  (over  6,100  units) 
accounted  for  about  55  percent  of  the  11,300  completed  subsidized 
housing  units  in  the  central  city.   By  way  of  contrast,  100 
subsidized  projects  containing  some  8,400  units  owned  by  firms 
other  than  "the  big  six"  are  scattered  among  56  different  sponsors 
within  the  Boston  SMSA.   Obviously  the  average  project  in  this 
group  is  much  smaller  than  those  controlled  by  the  largest  six 
developers . 

Applying  mortgage  default  measures  as  a  prime  indicator  of 
financial  difficulty,  we  find  that  the  six  major  developers  of 
subsidized  housing  control  seven  projects  (containing  1,860 
housing  units)  which  have  varying  degrees  of  financial  problems. 
These  troubled  projects  of  "the  big  six"  represent  about  40  per- 
cent of  all  subsidized  housing  units  in  the  Boston  SMSA  classi- 
fied as  being  in  financial  difficulty,  a  proportion  of  projects 
with  financial  problems  similar  to  that  of  the  entire  metropoli- 
tan area. 

The  concentration  of  subsidized  housing  ownership  in  a 
limited  number  of  entrepreneurs  had  its  origins  in  BURP,  Boston's 
large-scale  221  (d)(3)  demonstration  in  housing  rehabilitation, 
which  preceded  the  major  local  effort  to  implement  the  1968 
national  housing  legislation.   After  FHA  had  failed  to  enlist  the 
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partlcipation  of  a  large  number  of  firms  In  BURP  (some  12 
developers  with  acknowledged  competence  were  selected,  but  only 
three  of  the  original  contacts  emerged  as  participants),  it 
resorted  to  Involving  in  the  BURP  demonstration  a  relatively 
small  number  of  local  developers  (five  in  all)  with  whom  FHA 

Q 

had  previous  experience.    An  ostensible  rationale  for  concen- 
trating the  action  in  a  few  firms  was  that  this  strategy  would 
expedite  achieving  the  highly  ambitious  production  targets  and 
schedules  while  reducing  the  monitoring  task  to  manageable 
proportions . 

This  policy  of  concentrating  the  bulk  of  project  develop- 
ment in  a  limited  number  of  entrepreneurs  continued  under  the 
liberalized  interest-reduction  subsidy  program  authorized  by 
Congress  in  I968.   A  major  consequence  of  this  concentration 
of  entrepreneurship  is  that  the  financial  difficulties  which 
affected  a  large  proportion  of  subsidized  projects  were 
inextricably  linked  with  the  worsening  financial  condition  of 
the  development  firms  themselves.   Of  the  "big  six"  in  Boston's 
subsidized  housing,  two  are  in  serious  financial  trouble  (one 
has  been  forced  into  bankruptcy);  these  two  firms  own  some 
4,000  subsidized  housing  units,  of  which  40  percent  are  in 
developments  designated  by  HUD  as  in  mortgage  default. 


8.    Langley  C.  Keyes,  Jr.,  The  Boston  Rehabilitation  Program:    | 
An  Independent  Analysis  (Joint  Center  for  Urban  Studies  of 
M.I.T.  and  Harvard  University,  1970),  pp.  27-28. 
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Even  more  significant,  the  pattern  of  entrepreneurs  In- 
volved In  BURP  and  the  subsidized  housing  program  in  Boston 
suggests  the  emergence  of  a  new  group  of  developers  attracted 
by  a  new  set  of  real  estate  incentives.   The  Tax  Reform  Act 
of  1969  had  shifted  the  profit  motives  in  subsidized  housing 
away  from  operating  profits  to  be  realized  throughout  the  life 
of  completed  projects  to  short-term  tax  shelters.   This  shift 
of  entrepreneurial  emphasis  away  from  longer-term  project 
interests  to  more  immediate  returns  was  further  strengthened 
when  the  new  developers  realized  that  local  HUD  officials  were 
approving  grossly  under-estimated  operating  budgets  for  sub- 
sidized projects.   Seeing  that  HUD  made  no  provision  for  un- 
anticipated operating  expenses,  inflation,  or  delays  in  rent- 
up,  entrepreneurs  discovered  that  the  surest  way  of  making  a 
profit  was  in  construction. 

Effects  of  the  Development  Process  on  Financial  Structure  of 
Projects 

Almost  all  of  the  financial  incentives  for  sponsors  of 
221  (d)(3)  and  236  housing  are  tied  to  the  completed  construction 
of  projects.   The  primary  financial  benefits  to  developers  are 
the  Builder's  and  Sponsor's  Profit  and  Risk  Allowance  (BSPRA), 
tax  shelter  and/or  equity  syndication,  capital  gains  on  land, 
architectural  fees  and  organizational  fees.   By  the  time 
occupancy  begins,  these  profits  have  been  made  and  there  is 
little  remaining  Incentive  to  provide  quality  operation. 

The  recapture  provisions  of  the  Internal  Revenue  Code  are 
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often  viewed  as  an  incentive  to  good  management.   If  a  project 
is  "milked"  and  then  sold  or  foreclosed  within  10  years  (16  years 
if  5-year  rapid  depreciation  is  used  in  a  rehabilitation  pro- 
ject), the  owner  is  to  suffer  severe  tax  penalties.   However, 
until  recently  HUD  has  demonstrated  unwillingness  to  foreclose 
projects,  the  threat  remained  an  empty  one  and  sponsors  incurred 
no  specific  penalties  for  just  getting  by. 

HUD  does  conclude  a  Regulatory  Agreement  with  sponsors 
which  requires  owners  to  follow  prescribed  procedures  for  con- 
trolling the  use  of  the  subsidy  (observe  tenant  eligibility 
rules,  maintain  a  reserve-for-replacement  fund,  limit  rents  to 
those  approved  by  HUD,  etc.).   One  such  requirement  is  that 
owners  provide  for  management  of  projects  "in  a  manner  satis- 
factory to  the  (Federal  Housing)  Commissioner."   Adequate 

management  is  not  further  defined  by  the  agreement,  although 

9 
HUD's  management  guidelines  provide  standards.    Failure  to 

effect  satisfactory  management  entitles  the  FHA  to  require  a 
change  in  management  agent,  or  even  technically,  to  foreclose 
a  project. 

This  essentially  negative  power  has  not  been  used  exten- 
sively by  HUD,  given  its  chronic  understaf f ing  of  mortgage 
servicing  personnel.   (See  Chapter  VI )   Even  if  there  were 


9 .        Guide  for  the  Management  of  HUD  Insured  Multi-family 
Projects  under  Section  221  (d)(3)  and  Section  236,  HMG  4351.1, 
July  1971. 
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adequate  staff  to  monitor  project  operations,  HUD  would  be 
more  effective  In  carrying  out  Its  monitoring  role  If  Its  In- 
centives and  disincentives  were  structured  In  the  form  of 
Incremental  carrots  and  sticks  —  It  Is  not  useful  to  threaten 
to  fire  a  managing  firm  for  relatively  minor  Infractions  or  for 
experiencing  financial  problems  beyond  Its  control. 

FHA's  near-automatic  approval  of  construction  change  orders 
Is  Indicative  of  the  climate  In  which  all  actors  In  the  develop- 
ment process  are  motivated  toward  achieving  final  closing  and 
Its  attendant  benefits,  without  regard  for  future  consequences. 
Sponsors,  If  they  are  experienced  builders,  know  that  the  cost 
limits  allowed  by  FHA  are  usually  about  two  years  out  of  date, 
and  are  applied  during  the  planning  phase  of  a  project  that  will 
be  completed  two  years  In  the  future.   Furthermore,  they  make 
an  agreement  with  a  builder  which  typically  requires  costs  In 
excess  of  FHA  limits.   When  a  project  approaches  the  firm 
commitment  stage,  the  sponsor  and  builder  negotiate  a  firm 
price;  the  contractor  knows  that  he  Is  taking  a  risk  and  may 
have  difficulty  paying  all  the  sub-contractors. 

At  the  same  time,  the  sponsor.  If  limited  dividend,  may 
have  concluded  an  agreement  to  syndicate  the  equity  and  would 
want  to  protect  this  agreement  from  being  undermined  by  cost 
reductions.     HUD  could  require  a  decrease  in  the  final  mortgage 


10.   The  data  do  not  support  the  notion  that  limited  dividend 
builders  have  raised  mortgages  artificially  relative  to  non- 
profits.  The  argument  here  Is  only  that  they  have  no  Incentive 
to  reduce  costs  In  their  original  estimates. 
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If  construction  cost  savings  are  effected.   The  net  Incentive 

0 

is  for  both  sponsor  and  builder  to  want  any  error  to  be  on  the 
high  side,  and  to  spend  it  all. 

At  the  same  time  that  it  is  requiring  unrealistic  cost 
limits  which  encourage  developers  to  pad  construction  estimates, 
HUD  has  established  theoretical  safeguards  to  guard  against 
overruns  in  cost  and  time  —  liquidated  damages  clauses  in  con- 
struction contracts,  performance  and  payment  bonds,  completion 
assurance  agreements,  construction  guarantees  and  escrow  deposits 
(holdback)  controlled  by  HUD. 

Yet  HUD's  record  in  enforcing  application  of  these  guarantees 
is  poor:   Instead,  requested  change  orders  in  the  construction 
amount  are  regularly  approved,  forcing  tenants'  rent  and  tax- 
payers' subsidies  to  escalate.     The  main  reasons  for  the 
failures  of  HUD  and  sponsors  to  move  against  contractors  have 
been  identified  by  Elving  as:   the  identity-of-interest  between 
sponsor  and  contractor  required  before  the  major  incentive  of 
BSPRA  can  be  collected;  risk  and  high  legal  costs  involved  in 
suing  architects  for  professional  liability  insurance  proceeds; 
and  unclear  lines  of  responsibility  within  HUD  as  to  which 
department  must  enforce  the  various  guarantees. 


11.   See  Louise  Elving,  Public  Subsidies  and  Private  Managers: 
Critical  Issues  in  the  Management  of  Federally  Assisted  Rental 
Housing  (m.c.p.  Thesis,  M.iTt.,  February,  197^),  pp.  129-1^2, 
for  an  extensive  discussion  of  guarantees  and  HUD's  failure 
to  enforce  them.   This  analysis  is  based  on  extensive  Inter- 
views with  HUD  personnel,  and  it  is  especially  noteworthy 
that  the  Director  of  Management  in  the  Area  Office  was  not 
aware  of  the  existence  of  a  latent  defect  escrow  under  his 
control . 
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Another  comment  might  be  added  to  the  above  conclusions: 
HUD  essentially  forces  sponsors  and  builders  knowingly  to 
misrepresent  true  costs  before  construction  because  of  its  out- 
dated and  artificial  cost  limits.   As  a  result,  HUD's  ability 
to  penalize  these  actors  for  failure  to  perform  as  promised  is 
compromised.   In  the  bureaucratic  confusion,  the  main  goal 
becomes  to  close  the  project  out;  the  change  order  lets  everyone 
Involved  in  the  project  off  the  hook. 

Similar  problems  arise  when  a  non-profit  sponsor  is  working 
with  an  experienced  contractor.   Here,  as  manager-sponsor  inter- 
views indicated,  any  attempt  by  the  sponsor  to  monitor  construc- 
tion performance  may  be  met  with  resistance,  blaming  the  sponsor 
for  causing  excess  costs.   The  FHA  has  generally  supported  the 
contractor's  side  of  such  disputes.   In  this  situation  non- 
profit sponsors  find  it  difficult  to  decide  which  Issues  are 
crucial  and  really  worth  pursuing,  and  the  cost  spiral  is 
essentially  controlled  by  the  builder. 
The  Cost  of  Development 

The  sample  of  developments  selected  for  study  had  a  wide 
range  of  development  costs,  as  measured  by  replacement  cost  per 
unit,  from  $12,000  to  $26,000  per  unit.   By  far  the  two  most 
important  causes  of  this  variance  were  mode  of  construction  (new 
versus  rehab)  and  general  inflation  over  time.   Secondary  factors 
associated  with  replacement  cost  differentials  were  dwelling 
unit  size  and  type  of  construction  (masonry  versus  wood  frame). 


-42- 


Varlables  not  significantly  contributing  to  the  observed 
differentials  in  replacement  cost  were:   type  of  program 
(221  (d)(3)  versus  236),  type  of  ownership,  location,  and  pro- 
ject size  (number  of  units). 

The  cost  of  building  new  subsidized  housing  in  the  Boston 
area  has  risen  at  an  average  rate  of  8  -  11  percent  per  year 
since  1967;  during  the  same  period  the  cost  of  providing  re- 
habilitated subsidized  housing  has  increased  14  -  15  percent 
per  year.   (See  Appendix  C)   The  total  cost  of  a  new  subsidized 
apartment  has  risen  from  $16,000  in  1967  to  $23,000  in  1972;  the 
corresponding  figures  for  rehabilitation  are  $11,000  to  $19,000. 
A  typical  Section  236  project  completed  in  1973  has  debt  service 
payments  equal  to  those  of  a  Section  221  (d)(3)  BMIR  completed  in 
1968.   The  lower  interest  rate  of  the  236  program  has  been  com- 
pletely offset  by  increases  in  construction  costs,  indicating 
the  erosionary  effects  of  inflation.   While  the  rate  of  inflation 
in  new  construction  costs  was  comparable  to  that  of  conventional 
construction,  rehabilitation  costs  increased  at  a  much  faster 
rate  (see  Table  III-l).   One  Section  236  rehab  project  was  com- 
pleted in  Brighton  in  1972  with  a  replacement  cost  of  $24,000  per 
unit,  higher  than  most  new  construction  developments  in  the 
study  sample. 

Rehabilitation  developments  have  had  smaller  apartments  than 
new  construction  projects,  a  median  of  4.3  rooms  per  units  as 
compared  with  5.2  for  new  construction.   As  a  result,  the  cost 
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per  room  of  rehabilitated  apartments  has  not  been  much  less 
than  that  of  new  construction  —  about  12  percent  less  in  1968 
and  essentially  equal  in  1973-   Thus,  in  terms  of  the  cost  to 
house  a  given  number  of  people,  rehabilitation  is  no  longer  a 
bargain.   The  choice  between  new  and  rehab  should  be  made, 
therefore,  on  grounds  other  than  construction  cost  --  continuity 
of  neighborhood  character,  ability  of  existing  residents  to 
bear  the  new  rents,  etc. 

After  adjusting  for  inflation,  new  construction  projects  that 

had  very  high  development  costs  tended  to  have  more  than  five 

12 
rooms  per  unit  and/or  to  be  of  Type  I  construction.     Those  with 

TABLE  Ill-l 

AVERAGE  ANNUAL  INCREASE  IN  CONSTRUCTION  COSTS  -  BOSTON  AREA 
SUBSIDIZED  HOUSING  AND  SELECTED  ENR  INDICES,  1967-1972 


ENR  Building       ENR  Building     Boston-New        Boston-Rehab 
Cost-Index-        Boston  Index-     Subsidized         Subsidized 
Nat ' 1  Average*       Boston* Replacement  Cost   Replacement  Cost 

Per  Unit  Per  Room  Per  Unit  Per  Room 
11^  \2%  Q%  \\%  15%      14% 


*Source:   Engineering  News-Record,  March  22,  1973 


12.   Boston  Building  Code  designation  for  fireproof  construction; 
includes  masonry  and  pre-cast  concrete  structure. 
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very  low  developments  costs  tended  to  have  fewer  than  five  rooms 

13 
per  unit  and  to  be  of  Type  IV  construction.     (Table  III-2) 

There  was  a  similar  pattern  in  rehab  projects,  except  that 
all  the  rehabilitated  buildings  in  the  sample  were  of  essentially 
the  same  construction  type.  Type  III,  eliminating  that  factor 
as  a  possible  source  of  variance.   Other  factors  of  great  impor- 
tance in  rehab  work  include  the  method  of  salvaging,  selection  of 

14 
building  materials,  and,  as  in  new  construction,  scheduling. 

Both  limited  dividend  and  non-profit  sponsors  had  their 
share  of  very  high  and  very  low  cost  projects.   Similarly,  develop- 
ments in  the  inner  and  outer  regions  of  Boston  showed  as  many 
exceptionally  high  costs  as  low. 

TABLE  III-2 

AVERAGE  ROOMS  PER  UNIT  OF  NEW  SUBSIDIZED  PROjfeCTS  BY 
CONSTRUCTION  TYPE  AND  EXTREMES  IN  REPLACEMENT  COST 

Type  of  Construction  and  Number  of  Projects 


I 


I 


Type  I 


High  Cost 
Low  Cost  * 


Rms ./Unit 

5.5 
4.4 


Proj  ects 

(4) 
(1) 


Type 

IV 

Rms . /Unit 

Projects 

6.0 

(3) 

5.5 

(4) 

*High  and  Low  Cost  are  defined  as  having  replacement 
cost  per  unit  more  than  $500  above  or  below,  re- 
spectively, the  average  cost  of  replacement  per  unit 
over  time.   (Figure  C-1  in  Appendix) 


13.  Boston  Building  Code  designation  for  serai-fireproof;  includes 
frame  structures  with  masonry  walls  between  units. 

14.  Gerald  Schuster,  "BRP  Contractors  Share  Their  Experience," 
Innovations  in  Housing  Rehabilitation,  Melvin  R.  Levin,  Ed.,  op. cit; 
pp.  28-30. 
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Comparison  with  Market  Housing 

Although  this  study  did  not  make  a  systematic  comparison 
of  development  costs  In  conventionally  financed  and  subsidized 
housing,  there  is  some  evidence  that  HUD  programs  have  produced 
less  for  a  given  expenditure.   Interviews  with  sponsors  yielded 
the  following  estimates  on  specific  cost  differentials  that  HUD 
regulations  produce. 

Unskilled  labor  wage  rates  were  58  percent  higher  In  sub- 
sidized projects  than  In  conventional  work,  owing  to  prevailing 
wage  requirements.  Door  locks  required  by  FHA  specifications 
were  twice  as  costly  as  those  which  a  builder  would  have  other- 
wise used.  Architects'  fees  were  ten  times  as  high  as  those  in 
a  comparable  conventional  job,  because  of  the  need  to  apply  FHA 
specifications  throughout. 

Two  developments,  one  a  subsidized  housing  project  in 
Roxbury  and  the  other  a  luxury  complex  in  a  Boston  suburb,  were 
built  by  the  same  development  team  in  1967-68,  with  almost 
Identical  design.   The  main  differences  were  that  the  subsidized 
units  had  more  bedrooms  but  smaller  total  living  space  and  fewer 
amenities.   Yet,  although  the  specifications  in  both  cases  were 
similar,  the  construction  cost  per  square  foot  was  17  percent 
higher  in  the  subsidized  case. 

Specifications  are  designed  to  insure  that  federal  subsidies 
are  utilized  to  produce  maximum  quality,  assuming  that  this 
reduces  future  maintenance  costs.   This  assumption  is  only  partly 
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true  and  when  requirements  such  as  these  unnecessarily  raise 
costs,  the  balance  of  the  subsidy  available  for  reducing  rents 
diminishes.   Alternatively,  high  construction  specifications 
trade  off  against  the  total  number  of  units  produced.   This 
fact,  coupled  with  numerous  complaints  about  waste  and  in- 
efficiency in  the  administration  of  specifications,  suggests 
that  the  costs  and  benefits  of  construction  specifications 
should  be  evaluated  and  the  trade-off  more  explicitly  examined. 
Prevailing  wage  requirements  are  a  condition  of  participa- 
tion in  subsidy  programs.   Thus,  in  order  to  carry  out  this 
particular  social  policy,  a  portion  of  the  housing  subsidy  is 
consumed.   However,  there  is  no  explicit  accounting  of  the  costs 
or  benefits  resulting  from  the  application  of  this  policy.   As 
a  result,  the  apparent  effectiveness  of  housing  subsidies  to 
lower  rents  or  Increase  production  is  thereby  further  reduced. 
Moreover,  many  contractors  will  not  particpate  in  federal  programs 
because  they  fear  that  labor  will  become  accustomed  to  the  higher 
prevailing  wage  scale  and  Inflated  costs  for  all  work. 

Reasonableness  of  Development  Costs:   Change  Orders  and  Their 
Consequences 

Projects  with  very  high  development  costs,  considering  the 

year  of  construction,  tended  also  to  have  more  and  larger  change 

orders. 


15.   See  footnote  in  Table  III-2  for  definitions  of  "high"  and 
"low"  development  costs;  70  percent  of  high-cost  developments  had 
change  orders  producing  an  average  debt  service  Increase  of  $71/ 
unit/year;  60  percent  of  low-cost  projects  had  change  orders  pro- 
ducing an  average  debt  service  increase  of  $49/unit/year . 
Altogether,  19  out  of  31  projects  for  which  data  were  reliable  had 
some  change  orders. 
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Wlth  two  exceptions,  change  orders  were  due  primarily  to 
Increases  in  actual  construction  costs  rather  than  to  Increased 
carrying  charges  resulting  from  delays. 

As  mentioned  in  Chapter  II  of  this  report,  three-quarters 
of  the  projects  in  the  study  sample  were  found  to  be  experiencing 
significant  financial  difficulty.   A  greater  proportion  of  the 
higher-cost  developments  (eleven  out  of  twelve)  exhibited 
financial  problems  than  did  those  with  low  development  costs 
(ten  out  of  fourteen).   Moreover,  no  project  with  a  change  order 
resulting  in  a  debt  service  increase  of  more  than  $80/unit/year 
escaped  financial  difficulty.   It  thus  becomes  important  to 
recognize  why  change  orders  have  affected  the  likelihood  of 
financial  success,  and  to  ask  whether  all  of  these  change  orders 
have  been  necessary  or  reasonable. 

A  change   order,  by  definition,  increases  the  project 
mortgage.   Usually  the  problem  leading  to  the  change  order,  or 
the  processing  itself,  causes  a  delay  in  completion  of  the 
development.   Since  the  maturity  date  for  the  forty-year  mortgage 
already  agreed  on  are  regarded  by  HUD  as  fixed,  the  result  of 
change  orders  is  a  shorter  term  for  making  payments,  as  well  as 
larger  construction  loan  interest.   All  of  these  factors  combine 
to  produce  higher  debt  service.   HUD  recomputes  the  higher  rents 
required  to  meet  this  increased  debt  service,  but  until  recently 


16.   The  two  developments  where  delays  accounted  for  most  the 
change  orders  were  constructed  of  pre-cast  concrete. 
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did  not  allow  for  Inflation  In  operating  costs  during  the  pro- 
longed construction  period;  nor  did  it  allow  for  the  increase 
in  mortgage  payments  due  to  the  shorter  repayment  period.   Thus 
projects  with  change  orders  required  rent  increases,  but  were 
not  allowed  sufficient  increases  to  cover  all  realistic  changes 
in  expenses. 

For  most  developments,  marketing  of  units  is  well  underway 
by  the  time  a  change  order  takes  place.   In  many  cases,  a 
community  has  been  awaiting  apartments  at  expected  rental  levels 
for  some  time.   Sponsors  faced  with  raising  rents,  knowing  that 
even  the  new  levels  will  be  inadequate,  have  frequently  delayed 
the  rental  Increase  out  of  a  sense  of  commitment  to  the 
community,  or  in  fear  of  reprisals  or  high  vacancies.   In  any 
case,  the  occurence  of  a  change  order  poses  considerable  risks 
for  a  project's  financial  health. 

Interviews  with  sponsors  and  managers  produced  a  variety 
of  reasons  for  large  change  orders,  including  vandalism, 
community  opposition,  labor  disputes,  and  sponsor-contractor 
disputes: 

vandalism:   one  development  was  heavily  vandalized  when 
police  broke  up  a  nearby  demonstration  following  the  death  of 
Martin  Luther  King,  Jr. ;  other  sponsors  reported  pilfering  from 
partially  finished  units. 


17.   See  Chapter  V. 


' 
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community  opposition:   several  developments  were  delayed 
by  community  groups  in  Roxbury  because  of  all-white  labor  forces, 
or  because  of  objections  to  design. 

labor  disputes:   when  a  strike  took  place  at  a  factory 
manufacturing  pre-cast  members,  the  builder  elected  to  pour 
structural  components  at  the  construction  site;  quality  control 
and  other  labor  difficulties  followed. 

sponsor-contractor  disputes:   a  general  contractor,  on  the 
verge  of  bankruptcy,  produced  a  project  with  extensive  settling 
problems,  incomplete  caulking  and  flashing  and  inoperative 
elevators.   The  refusal  of  FHA ,  the  Boston  Housing  Authority 
and  the  Boston  Redevelopment  Authority  to  certify  units  for 
occupancy  resulted  in  a  long  delay  before  final  endorsement, 
subjecting  the  development  to  high  construction  loan  interest 
charges;  in  another  project,  there  was  a  lengthy  dispute  involving 
the  non-profit  sponsor's  consultant,  the  architect  and  a  sub- 
contractor.  Construction  activity  on  the  partially-completed 
building  was  stopped  and  the  work  eventually  had  to  be  redone. 

Although  the  costs  contained  in  change  orders  are  not  likely 
to  be  repeated,  it  has  already  been  noted  that  HUD  has  permitted 
change  orders  to  cover  cost  increases  without  giving  adequate 
consideration  to  guarantees  built  into  construction  contracts, 
such  as  liquidated  damages,  performance  and  payment  bonds,  com- 
pletion assurance  agreements,  construction  guarantees  and  escrow 
deposits . 
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Sponsors  who  have  attempted  to  use  these  guarantees  have 
noted  serious  difficulties  in  their  practical  application: 

One  non-profit  sponsor  saw  no  point  in  suing  its  near- 
bankrupt  general  contractor,  only  to  become  another  in  a  long 
list  of  creditors.   What  it  needed,  and  did  not  have,  was 
control  over  sub-contractors  who  had  not  finished  work. 

A  limited  dividend  sponsor  sued  its  architect  for  extra 
costs  resulting  from  faulty  specifications.   An  arbitrated 
settlement  produced  a  net  loss  of  $13,000  and  before  the  job 
was  done,  the  sponsor  was  forced  to  put  up  an  extra  $100,000  on 
a  mortgage  of  $800,000. 

A  manager  of  a  non-profit  development  praised  a  con- 
tractor who  had  produced  apartments  still  suffering  from  leaks 
nearly  two  years  after  final  endorsement,  citing  unanticipated 
labor  problems  and  cost  increases.   There  was  a  $50,000  hold- 
back, the  contractor  lost  about  $400,000,  is  still  liable  for 
the  latent  defects,  and  is  unable  to  get  bonded  for  new  work 
because  of  liens  held  by  sub-contractors. 

A  cooperative  developed  by  an  investor/sponsor  spent 
more  than  four  years  of  negotiation  and  litigation  trying  to 
recover  damages  for  construction  defects.   It  recovered  less 
than  one-fourth  of  its  expenses,  and  had  to  raise  funds  for  the 
remaining  costs  by  taking  out  an  additional  mortgage,  depleting 
its  reserve  fund  and  requiring  suspension  of  amortization 
payments.   A  detailed  chronology  is  given  in  Appendix  E. 
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Not  surprisingly,  then,  a  change  order  can  appear  to  be 
the  easy  way  to  reach  final  closing  and  collect  the  "front-end" 
profits  associated  with  the  completion  of  units.   Nevertheless, 
HUD  should  recognize  that  this  policy  has  produced  bankrupt 
developments,  not  bankrupt  contractors  or  investors .   Fragmen- 
tation of  responsibility  and  emphasis  on  production  have  pre- 
vented HUD  from  recognizing  and  acting  on  the  need  to  re-evaluate 
its  system  of  construction  guarantees. 
Quality  of  Construction 

HUD  bears  part  of  the  responsibility  for  developments  having 
to  underwrite  construction  costs  by  repairing  latent  defects  with 
maintenance  budgets.   Its  red  tape  and  bureaucracy  permit  and 
indirectly  encourage  poor  quality  construction.   FHA  inspectors 
dodge  questions  of  quality  control. 

Managers  and  sponsors  frequently  pointed  out  construction 
defects,  and  in  several  developments  these  constituted  major 
problems.   Widespread  deficiencies  included  leaks  in  roofs, 
windows  and  doors,  allowing  rain,  snow,  insects  and  rodents  to 
enter  (the  leaks  were  especially  common  in  pre-cast  concrete 
buildings),  stairways  separating  from  buildings,  crumbling 
bricks,  faulty  heating  systems  and  incompleted  finish  work. 

Several  non-profit  sponsors  spoke  of  difficulties  in  dealing 
with  rehabilitation  contractors.   The  latter  claim  that  people 
outside  the  building  profession  cannot  make  judgements  about 
deviations  from  specifications,  and  besides,  "these  people"  (the 
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future  residents)  would  not  know  the  difference  anyway.   These 
sponsors  also  reported  that  FHA  Inspectors  aligned  with  the 
contractors  they  were  supposed  to  be  monitoring.   Both  contractor 
and  inspector  tended  to  intimidate  the  sponsor  by  claiming  that 
resultant  delays  or  cost  increases  would  not  be  the  responsibility 
of  the  contractor. 

The  sponsor,  then,  could  not  decide  whether  an  item  was 
significant  enought  to  make  a  real  issue.   But  if  little  things 
were  allowed  to  accumulate  into  a  major  deviation  from  plans, 
the  sponsor  would  be  told,  "you're  not  going  to  insist  that  we 
tear  down  and  start  all  over  again,  are  you?"   Time  is  a  crucial 
variable  in  all  construction  work,  and  non-profit  sponsors 
require  either  more  effective  FHA  inspectors,  or  their  own 
experienced  clerk-of-the-works  to  monitor  work  continuously,  to 
make  informed  judgements  and  allow  decisions  to  be  made  with 
minimum  delays. 

The  net  result,  whether  housing  is  developed  by  investors 
or  by  community  groups,  is  that  "the  people  with  greatest  interest 

1  Pi 

in  the  project  (are)  powerless  to  influence  its  quality".     A 
further  consequence  of  poor  quality  construction  is  higher  main- 
tenance costs,  higher  rents,  and  dissatisfied  tenants.   In  some 
developments  construction  defects  and  their  consequences  have 
so  aggravated  residents  that  rent  strikes  and  serious  undermining 
of  management-tenant  relations  have  resulted.   However,  HUD, 


I 


18.   Urban  Planning  Aid,  Inc.,  Community  Housing  Development 
Corporations — The  Empty  Promise,  (Cambridge,  Mass.,  1973),  P-  29- 
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for  the  reasons  discussed  earlier,  has  been  unable  to  translate 
these  operational  problems  into  a  policy  designed  to  eliminate 
their  development-related  causes. 
Rents  In  Subsidized  Developments 

Development  mortgages,  coupled  with  decisions  about  where 
and  for  whom  to  build  subsidized  housing,  have  resulted  In  rent 
levels  Inadequate  to  support  operating  costs.   Yet  these  rents 
exceed  the  median  rent  for  Boston,  and  one-third  of  tenants  Inter- 
viewed stated  that  they  have  had  difficulty  paying  this  rent. 

The  maximum  rent  allowed  by  HUD  when  a  development  first 
opens  Is  meant  to  cover  mortgage  payments,  real  estate  taxes  and 
other  expenses  (such  as  utilities,  maintenance,  fire  Insurance, 
and  administrative  costs),  with  a  small  margin  for  extraordinary 
events.   HUD  will  not  approve  a  project  unless  Its  anticipated 
rents  are  within  the  ability  to  pay  of  the  Intended  occupants. 
As  a  result,  during  the  development  phase,  planners  have  worked 
backwards  from  the  maximum  allowable  rent  to  compute  the  debt 
service  and  mortgage  available  to  build  the  project. 

To  determine  operating  costs,  rules-of-thumb  were  drawn 
from  conventional  apartments,  such  as  allocating  5  percent  of 
gross  rent  for  management  fees,  budgeting  4  percent  of  rent 
for  maintenance,  and  12  percent  for  utilities  and  janitorial 
services.   But  when  the  rent  has  been  reduced  by  a  subsidy, 
these  formulae  do  not  apply. 

How  could  developers,  planners,  government  agencies  and 
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even  community  development  corporations  accept  such  patently 
specious  reasoning?   There  are  so  many  distractions  and  things 
to  do  within  the  development  phase  to  get  the  housing  built 
that  even  experienced  housing  developers  could  ignore  the  in- 
adequacy of  the  projected  operating  budgets  in  the  occupancy 
phase.   Interviews  disclosed  that  developers  conceded  naivete 
about  the  low-income  market,  expectations  that  FHA  would  allow 
rent  increases,  and  inability  to  foresee  dramatic  utility  rate 
increases . 

Perhaps  a  revealing  way  to  portray  the  temptation  to 
underestimate  operating  costs  is  to  note  that  a  reduction  of 
$100/unit/year  in  projected  operating  costs,  at  fixed  rent, 
enables  the  mortgage  to  be  increased  by  $3,300  per  unit.     The 
developer's  profit  rises  with  the  project's  construction  costs, 
as  long  as  it  remains  within  the  mortgage  limits.   In  the 
absence  of  clear  incentives  to  enter  the  occupancy  phase  with 
an  operating  surplus,  developers  have  allowed  mortgages  to  rise, 

In  January,  1970,  Boston's  mortgage  limits  were  raised  to 
the  federal  maximum,  and  actual  mortgages  have  risen  to  this 
level.   Those  projects  with  the  highest  debt  service,  are 
experiencing  financial  problems.   The  three  most  expensive 


19.   Annual  rent,  R,  equals  debt  service,  D,  plus  operating 
costs,  0.   Annual  debt  service  equals,  in  a  236  development, 
1.214/40  times  the  mortgage,  M.   Thus,  R=l. 214/40  M+0 .   A  change, 
5^0,  keeping  R  constant,  is  balanced  by  a  change  -.0302^M,   Solving 
for  5M,   M=33  jo.   In  a  221  (d)(3)  project  the  same  argument 
produces  the  result   M=23  £0. 
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rehabilitated  developments  and  the  four  new  construction  pro- 
jects with  the  highest  debt  service  are  In  financial  difficulty. 
Six  of  the  seven  are  In  the  inner-city  areas  of  Rosbury,  the 
South  End,  and  Dorchester,  and  all  have  non-profit  sponsors, 
thus  supporting  arguments  previously  presented  that  the  latter 
are  at  a  disadvantage  in  the  development  process. 

High  mortgages,  of  course,  can  in  principle  be  covered 
with  high  rents,  but  the  rent  limitations  imposed  by  local 
officials  and  accepted  by  HUD  and  developers  have  been  unable 
to  cover  both  increased  mortgages  and  higher  operating  expenses. 

By  the  design  of  local  officials  and  with  the  consent  of 
the  federal  officials  and  sponsors,  subsidized  housing  in  the 
city  of  Boston  has  largely  been  located  and  marketed  to  serve 
families  with  incomes  much  lower  than  the  maximum  limits  of  the 

program,  despite  the  obvious  consequence  that  such  occupancy 

20 
could  have  on  rent  limits  and  project  Income.     In  the  27  develop- 
ments in  which  interviews  were  taken,  the  median  family  Income 
was  $5,522,  about  half  of  the  present  221  (d)(3)  limit.   Many 


20.   A  Boston  Redevelopment  Authority  brochure,  put  out  when 
the  Washington  Park  Renewal  Area  was  producing  many  new  sub- 
sidized housing  opportunities  ("Low  Cost  Housing" — undated, 
but  somewhere  between  1968  and  1971),  advertised  that  "rents 
are  kept  low  enough  so  that  families  with  a  minimum  Income 
of... $4, 560  for  five  or  six... can  afford  to  live  in  them." 
Using  the  criterion  of  a  25  percent  rent-income  ratio,  and 
then  current  debt  service  figures,  the  rent  would  be  $95/inonth 
and  only  $300/unlt/year  would  be  available  for  operating 
expenses  of  maintenance,  heat  and  other  utilities,  insurance 
and  management . 
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of  these  low-income  residents  are  on  relatively  fixed  incomes, 
either  because  they  rely  on  public  assistance  or  because  they 
lack  skills  or  access  to  jobs,  the  wages  of  which  are  keeping 
pace  with  inflation.   Yet  mortgage  subsidies  require  that 
progressively  increasing  operating  costs  be  covered  by  comparable 
rent  increases,  which  requires  growth  in  residents'  income  if 
hardship  is  to  be  avoided.   To  the  extent  that  leased  housing 
and  rent  supplements  were  available  for  some  tenants  and 
authorized  attempts  were  made  to  "piggyback"  them  onto  the 
moderate  income  programs,  this  could  overcome  only  part  of  the 
operating  deficit.   Moreover,  the  administrative  consequences 
of  these  devices  have  added  to  the  problems  faced  by  projects 
locked  into  tight  cash  flow  situations. 

The  late  sixties  and  early  seventies  were  the  era  of  so- 
called  "political  rents".  Since  the  new  units  to  replace  the 
many  units  demolished  by  urban  renewal  would  require  drastically 

higher  rents,  the  Boston  Redevelopment  Authority  took  strong 

21 
steps  to  assure  modest  rents.     This  action  was  an  understand- 
able response  to  widespread  criticism  of  its  land  clearance 
programs  and  the  destruction  of  existing  low-rent  accommodations. 
Yet,  in  the  long  run,  the  policy  may  have  been  only  a  temporary 
face-saving  approach. 


21.   Developers  described  explicit  restrictions  on  rents  imposed 
by  the  BRA,  and  several  noted  that  more  lucrative  development 
opportunities  than  subsidized  housing  could  only  be  obtained  by 
agreeing  to  take  on  marginal  221  (d)(3)  projects. 
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HUD  went  along  with  these  practices  mainly  because  the 
tactics  of  the  BRA  aided  Its  production  goals;  Instead  of 
recognizing  the  realistic  rents  necessitated  by  the  program, 
private  developers  and  community  groups  flocked  In  to  partake 
of  the  appar-ent  opportunities.   For  different  reasons,  developers 
and  low-Income  communities  wanted  new  or  rehabilitated  housing, 
and  all  were  able  to  overlook  the  "time  bomb"  built  Into  the 
way  the  program  was  being  executed. 

The  practice  of  underestlnmatlng  operating  costs  has  often 
been  noted.   Some  is  understandable  and  "honest",  such  as  the 
failure  to  anticipate  the  rise  in  fuel  costs,  but  this  study 

found  that  every  project  in  the  study  sample  started  out  with  a 

22 
severe  operating  cost  overrun.     Operating  cost  overruns  m  the 

first  full  year  of  operation  ranged  from  $97/unlt/year  (23 

percent  of  the  projected  figure)  to  $601/unlt/year  (117  percent 

of  the  projected  figure).   Because  of  HUD ' s  failure  to  recompute 

operating  expenses  after  projects  suffered  delays  in  construction, 

developments  with  change  orders  had  significantly  higher  operating 

cost  overruns  than  those  without  (See  Table  D-5  in  Appendix). 

Moreover,  projects  In  financial  difficulty  have  had  more  than 

their  share  of  operating  cost  overruns  (See  Table  D-^  in  Appendix) 


22.   Operating  cost,  as  used  here.  Includes  administrative, 
utilities,  janitorial,  maintenance  and  insurance  costs. 
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When  these  overruns  were  added  to  HUD's  inability  to  process 
rent  Increase  requests  in  a  timely  manner  and  to  residents' 
inability  to  pay  such  rent  increases,  the  result  was  widespread 
financial  difficulty. 

HUD  has  largely  corrected  the  problem  of  operating  cost 
overruns  by  requiring  inclusion  of  realistic  utility,  manage- 
ment  and  maintenance  expenses  in  project  budgets.     But  with 
current  income  and  mortgage  limits,  it  would  be  only  barely 
possible  to  build  housing  with  an  adequate  operating  budget 
which  is  within  the  reach  of  a  maximum-income  family.     Thus, 
even  if  the  moratorium  on  subsidized  housing  production  had  not 
been  declared  by  HUD,  some  changes  in  the  development  process 
would  have  been  required  in  order  for  present  programs  to  begin 
to  function  more  effectively. 


23.  Quality  Processing  -  Multifamily  Programs,  FHA  4205.21 
(April  12,  1972). 

24.  Assume  a  three  bedroom  apartment:   Maximum  annual  rent  at 
25  percent  of  maximum  adjusted  gross  income  would  be  $2,126; 
Section  236  debt  service  at  maximum  mortgage  is  $860/unit/year ; 
real  estate  taxes  at  17  percent  of  rent  are  $360,  leaving 
$906/unit/year  for  operating  expenses. 


IV.   DETAILED  FINANCES  OF  OCCUPIED  PROJECTS 

Introduction 

A  major  finding  of  Chapter  III  was  that  many  subsidized 
housing  projects  were  In  financial  trouble  because  of  the 
constraints  Imposed  by  the  development  process  Itself.   In  this 
chapter,  which  represents  a  detailed  analysis  of  the  finances 
of  occupied  projects,  the  focus  Is  on  cash  flow,  operating 
expense.  Income  failures,  and  the  efforts  of  managers  to  cope 
with  the  financial  squeeze.   The  conclusion  of  Chapters  III 
and  IV  Is  that  many  subsidized  developments  have  never  re- 
covered from  financial  difficulties  rooted  In  a  development 
process  which  left  a  legacy  of  (1)  Incompleted  work  and  faulty 
construction  and  (2)  Initial  operating  cost  overruns.   These 
financial  difficulties  were  exacerbated.  In  turn,  by  lagging 
rent  Increases  and  over-concentrations  of  low  Income  occupants. 
Operating  Expenses  and  How  They  Grow 

Boston's  reputation  as  a  relatively  expensive  city  In 
which  to  live  Is  partially  confirmed  by  this  study.   Among  the 
projects  examined,  average  operating  costs  In  subsidized  develop- 
ments are  somewhat  higher  than  comparable  national  figures. 
Thus,  while  the  stable  sample  of  this  study   had  operating  costs 


1.  Defined  In  Chapter  II  as  a  group  of  15  projects  with 
continuing  operating  experience  since  1969-  The  other  21 
projects  were  completed  after  I969. 


-60- 

of  $742/unit/year  for  the  1970-72  period,  a  national 
study  of  137  Investors  with  comparable  projects  in  six 
cities  showed  typical  expenses  of  $600/unlt/year.    If 
maintenance  expenditures  alone  are  analyzed.  In  Boston 
they  averaged  $l40  annually,  compared  to  $90  nationally. 

More  striking,  however,  than  Boston's  slightly  higher 
operating  costs  relative  to  the  national  average  Is  the 
wide  variance  within  the  sample  of  Boston's  subsidized 
housing.   Average  operating  expenses  for  1970-72  range  from 
a  total  of  $426  to  $1,102  per  unit  per  year:   a  range  of 
over  l60  percent.   As  might  be  expected,  expenses  were 
higher  In  projects  with  fiscal  problems,  higher  In  rehabili- 
tation than  in  new  construction,  and  higher  in  Boston  than 
in  suburban  locations. 

In  all  Boston  area  projects,  operating  expenses  have 
been  climbing  steadily.   Between  1969  and  1970,  they  rose 
an  average  of  l4.5  percent.   They  grew  by  another  11  percent 
between  1970  and  1971,  while  the  following  year,  they 
increased  8  percent. 


2.  Study  of  Tax  Considerations  in  Multi-Family  Housing 
Investments,  HUD  Contract  H-1227,  U.S.  Government  Printing 
Office,  Document  2300-0191. 

3.  This  corrobates  a  finding  by  the  Urban  Institute  that 
projects  "cannot  simply  spend  their  way  out  of  trouble." 

4.  The  decrease  in  the  rate  of  growth  of  operating  expenses 
may  be  attributable  in  part  to  economic  stabilization  efforts. 
However,  during  the  same  period,  rent  Increases  were  even 
more  restricted. 
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Operating  expenses  include  direct  costs,  that  is, 
incurred  expenses  for 

—  utilities:   electricity,  gas,  oil,  water  and  sewer; 

—  maintenance:   repairs,  decorating,  exterminating 
services; 

—  insurance:   fire  and  liability; 

—  administrative:   management  fees,  legal  and  auditing 
services,  office  expenses. 

They  also  include  indirect  costs,  that  is,  missing 

income : 

—  bad  debts:   rent  lost  due  to  non-payment  by  tenants 
or  by  public  agencies  providing  rent  subsidies. 

Although  no  single  one  of  the  above  items  accounts  for 
most  of  the  rising  costs,  a  few  generalizations  are  possible. 
Rehabilitation  and  core  city  projects  tend  to  be  more  sus- 
ceptible to  higher  maintenance  and  insurance  costs.   Small 
projects  tend  to  have  higher  administrative  costs  on  a  per 
unit  basis  than  large  projects.   Overall,  the  sharpest  rises 
came  in  utilities,  maintenance  and  insurance.   But  in  most 
cases,  a  number  of  cost  increases  —  aggravated  by  under- 
estimated. Initial  operating  budgets  —  have  burdened 
troubled  developments.   In  contrast,  financially  sound  pro- 
jects have  typically  benefited  both  from  more  accurate 
projected  operating  expenses  and  from  managers  who  have  been 
able  to  control  costs. 

Causes  of  Higher  Operating  Costs  and  Measures  for  Cost- 
Reduction 

As  direct  expenses  (operating  and  maintenance)  increase. 
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they  consume  an   ever-Increasing  portion  of  project  income. 

While  debt  service  Is  fixed,  and  taxes  and  Indirect  costs 

typically  level  out,  direct  expenses  expand  over  time.   This 

has  been  true  of  all  housing  for  at  least  70  years,  as 

pointed  out  by  one  housing  expert. 

Recent  increases  in  wages  and  prices  in 
building  maintenance  and  related  services, 
coupled  with  a  rise  in  the  number  and  cost 
of  labor-intensive  and  other  services... 
offer  striking  evidence  that  service  and 
maintenance  costs  have  increased  faster 
than  capital  values.-^ 

Rising  direct  costs  can  be  attributed  to  two  kind  of 
causes.   One  is  internal  to  projects.   It  includes  the 
three  intrinsic  components  of  housing  projects:   tenants- 
managers-structures.   The  other  is  external  to  projects, 
encompassing  institutions  or  changes  that  are  outside  projects, 
such  as  city  governments  or  private  service  companies. 

Among  the  internal  causes,  tenants  may  be  responsible 
for  consuming  excessive  amounts  of  utilities  —  electricty, 
heat,  water  —  through  failing  to  turn  off  lights,  using 
stoves  for  heating,  running  water  continuously,  or  opening 
windows  to  cool  apartments  during  winter,  rather  than  turning 
down  the  heat.   Since  utilities  are  included  in  the  rent  of 


5.    Morton  Isler,  "The  Goals  of  Housing  Subsidy  Programs," 
in  U.  S.  Committee  on  Banking  and  Currency,  House  of 
Representatives,  Papers  Submitted  to  Housing  Panels  on 
Housing  Production  etc.,  (92nd  Congress,  1st  Session, 
Washington,  D.C.:   U.  S.  Government  Printing  Office,  1971), 
p.  ^23. 
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most  projects,  these  actions  drive  up  operating  costs.   By 
definitions,  projects  with  rents  which  do  not  cover  utilities 
have  significantly  lower  cost  increases  than  do  others.   When 
electricty  and  heat  were  covered  by  rents,  the  average 
1970-72  operating  expenses  (i.e.,  utilities  and  janitorial 
costs)  were  $484/unit/year ;  when  only  heat  was  provided, 
they  diminished  to  $353.   When  neither  heat  nor  electricity 
was  included  (one  project),  the  remaining  janitorial,  water 
and  sewer  expenses  declined  to  $98/unit/year .   Billing  tenants 
individually  for  utilities  may  be  more  economic  than 
centralized  metering,  because  such  an  arrangement  gives 
tenants  feedback  on  the  consequences  of  excessive  use.   How- 
ever, between  1969  and  1972,  HUD  required  all  projects  to 
include  utilities  in  rents.   Thus  neither  managers  nor  tenants 
could  keep  track  of  a  family's  utility  consumption.   Fortu- 
nately, a  recent  HUD  circular  authorized  monitoring  individual 
use  and  surcharging  heavy  users  of  electricity  and  heat.   This 
opens  one  possibility  for  reducing  project  costs.   Of  course, 
potential  savings  are  contingent  upon  the  willingness  of 
utility  companies  to  assess  surcharges,  and  any  savings  must 
be  balanced  against  the  cost  of  installing  and  operating 
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check  meters. 

It  should  be  noted  that  two  kinds  of  additional  modest 
savings  result  when  utilities  are  removed  from  project 
budgets.   When  utilities  are  included  In  rents,  project 
managers  can  collect  a  5  percent  management  fee  and  the 
City  of  Boston  can  collect  real  estate  taxes  of  15  to  20 
percent  on  those  rents  (the  property  tax  formula).   Thus, 
the  rents  are  cycled  up  still  farther.   Removing  utilities 

from  rents  could,  therefore,  result  in  savings  for  tenants 

7 
even  though  they  would  have  to  pay  directly  for  them. 

Maintenance  costs  are  also  affected  by  tenant  behavior. 

Although  they  average  $124/unit/year ,  they  vary  considerably, 

with  extremes  of  $46  and  $269  in  the  study  sample.   If 

tenants  are  poor  housekeepers,  maintenance  may  rise  due  to 

extra  repairs,  decorating  or  cleaning  requirements.   Projects 

with  more  elderly  tenants  had  lower  maintenance  expense. 


6.  Rehabilitated  projects  as  a  group  have  higher  utility 
costs  than  does  new  construction.   This  variation  is  due 
primarily  to  the  fact  that  most  rehabilitation  projects  date 
from  the  BURP  experience  or  later;  thus,  HUD  required 
electricity  to  be  included  in  most  rehabilitated  project 
budgets.   When  expenses  are  adjusted  for  the  inclusion  of 
electricity,  however,  rehabilitated  projects  show  no  savings 
attributable  to  the  smaller  size  of  their  units,  suggesting 
that  their  heating  systems  perform  less  efficiently  than 
those  in  new  construction  buildings. 

7.  Incidentally,  the  highest  utility  costs  occurred  in  the 
one  project  in  the  sample  utilizing  electric  heat  -  $509/unit/ 
year  for  heat  and  electricity  in  1971-1972. 
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Several  projects,  two  of  them  cooperatives,  combat 
this  adverse  Impact  on  maintenance  by  holding  tenants 
responsible  for  the  costs  of  all  Interior  maintenance  and 
decorating,  unless  caused  by  material  or  equipment  defects. 
Under  these  arrangements,  the  management  firm  usually  does 
the  work  at  the  tenant's  request  and  bills  the  tenant 
instead  of  the  project.   In  another  case,  tenants  are  trained 
by  management  to  perform  basic  plumbing,  glazing  and  minor 
electrical  repairs  at  considerable  savings  to  tenants  and 
the  project.   These  savings  are  a  result  both  of  more  care- 
ful behavior  when  the  responsibility  is  the  tenant's  and  of 
the  lower  cost  of  a  competent  do-it-yourself  approach.   The 
management  policy  helps  to  encourage  the  self-discipline  and 
cost-consciousness  widely  held  to  be  characteristic  of  home- 
owners. 

Managers  as  well  as  tenants  can  contribute  to  unnecessary 
maintenance  costs.   Managers  may  escalate  costs  by  tolerating 
poor  cleaning  or  inadequate  repair  activities  which  eventually 
lead  to  large  deferred  maintenance  expenditures.   If,  for 
instance,  the  maintenance  staff  fails  to  clean  halls  regularly, 
the  consequence  is  more  frequent  painting. 

With  one  exception,  the  highest  maintenance  costs  in 
Boston  are  incurred  by  projects  with  large  limited  dividend 
sponsors.   In  several  of  these,  either  the  sponsoring  firm 
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or  Its  employees  have  financial  Interests  In  companies 
supplying  materials,  raising  the  question  whether  prices 
charged  by  these  companies  are  designed  to  offset  losses  In 
the  total  project  budget. 

As  mentioned  previously,  rehabilitated  projects  have 
high  maintenance  costs  relative  to  new  construction.   During 
Interviews,  managers  attributed  this  to  both  construction 
quality  and  to  tenant  behavior.   However,  In  some  projects 
where  debt  service,  payroll.  Insurance  and  utility  bills 
consume  all  available  revenues,  managers  knowingly  curtail 
maintenance  In  order  to  save  funds.   Thus,  maintenance  ex- 
penditure Is  also  a  function  of  manager/sponsor  priorities. 
One  manager  put  It  succinctly:   "There  will  always  be  a 
threadbare  appearance  here — people  don't  mind  It  If  the 
really  Important  things   like  leaks  and  plumbing  are  taken 
care  of."   But  not  all  managers  have  the  same  priorities. 
Some  will  skip  debt  service  payments,  slipping  Into  default. 
In  order  to  maintain  buildings.   At  least  one  has  said  that 
he  would  prefer  to  have  HUD  take  over  foreclosed  buildings 
In  good  condition  than  have  the  project  deteriorate  In  order 
to  keep  It  In  the  hands  of  the  original  owners. 

Another  operating  cost  controllable  by  managers  Is 
administration,  which  Includes  legal  and  auditing  costs, 
management  fees,  office  and  rental  expenses.   This  report 
found  relatively  high  administrative  costs  In  small  or 
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scattered  site  rehabilitated  developments  and  In  develop- 
ments characterized  by  supplementary  rental  assistance  for 
a  majority  of  their  dwelling  units.   Low  administrative 
expenses  were  identified  with  small  one-person  management 
firms  and  with  developments  occupied  by  relatively  uniform, 
middle-income  tenant  composition. 

Cost-conscious  managers  can  reduce  some  administrative 
costs.   For  instance,  they  can  shop  around  for  less  expensive 
auditors  and  lawyers.   They  can  handle  quasi-legal  procedures, 
such  as  evictions,  by  themselves  without  resorting  to  expen- 
sive legal  counsel.   Administrative  expenses  are  also 
sometimes  subject  to  managerial  abuse.   Occasionally  managers 
have  misrepresented  their  administrative  costs  to  HUD, 
falsifying  legal  costs  in  order  to  increase  their  own  revenues 
A  few  have  double-entered  their  own  salaries  in  audited  ex- 
pense statements.   There  are  opportunities  for  both  waste 
and  deliberate  siphoning  of  rents  toward  increased  profit 
through  administrative  expenses.   Unfortunately,  HUD  has 
lacked  the  staff  and  the  inclination  to  detect  and  correct 
such  practices. 

Finally,  buildings  themselves  may  contribute  to  rising 
costs.   Shoddy  construction,  improperly  designed  or  installed 
physical  systems  may  lead  to  excessive  utility  or  repair 
expenses.   Badly  hung  windows,  for  example,  may  leak  heat 
in  winter,  causing  excess  fuel  consumption.   Poor  design  can 


also  influence  operating  and  maintenance  costs.   Public 
spaces  may  be  unnecessarily  large,  consuming  too  much  heat, 
or  they  may  attract  vandalism  by  being  hidden  from  public 
view.   If  adequate  access  to  refuse  disposal  Is  not  designed, 
garbage  may  be  scattered  around  the  property,  leading  to 
high  collection  costs. 

Many  costs  linked  to  tenants,  managers  or  structures 
might  be  lowered  by  better  planning,  design,  or  communication 
between  residents  and  managers.   However,  another  group  of 
operating  cost  increases  cannot  as  easily  be  controlled  by 
the  people  in  the  subsidized  projects,  because  they  are 
caused  by  Institutions  or  changes  external  to  projects.   These 
are  discussed  in  the  following  sections. 

(1)   Increasing  Property  Taxes.   Because  there  is  no 
federal  policy  on  property  tax  rates  for  privately-owned 
subsidized  housing,  projects  are  taxed  at  the  complete  dis- 
cretion of  local  assessing  departments.   Most  projects  try 
to  obtain  special,  low-ratio  assessments  on  the  grounds  that 
they  supply  a  special  housing  service  similar  to  public 
housing,  which  the  city  should  help  subsidize. 

All  221  (d)(3)  and  236  projects  within  Boston  benefit 
from  a  gentlemen's  agreement  with  the  City's  Assessing  Depart- 
ment.  However,  because  this  agreement  is  not  legally  binding, 
the  City  can  still  raise  project  taxes  at  its  own  discretion. 
This  occurred  in  October,  1972,  when  the  City  unilaterally 
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raised  taxes  from  15  percent  to  17  percent  of  gross  rents. 
Projects  outside  Boston  have  generally  sought  a  more  secure 
tax  position  with  local  assessing  authorities  by  becoming 
limited-dividend  or  so-called  121A  corporations.   Under  this 
status,  real  estate  taxes  are  replaced  with  excise  tax  pay- 
ments equivalent  to  approximately  15  percent  of  gross  rents. 
(2)   Increasing  Utility  Rates.   Utility  costs  have  been 
described  as  the  fastest  rising  expense  in  subsidized  housing 
nationally.   In  the  Boston  area,  rising  prices  for  gas, 
electricity,  and  oil  services  have  strained  the  budgets  of 
many  projects.   All  these  items  increased  57  percent  in  less 
than  four  years.   Fuel  oil  rates  doubled,  partially  due  to 
clean  air  requirements  which  forced  the  burning  of  higher 
grades  of  oil.   Electric  rates  were  twice  adjusted  upward, 
again  as  the  result  of  clean  air  regulations  that  forced  the 
local  electric  utility  to  use  more  expensive  fuel.   Gas  rates 
also  increased.   Boston's  water  and  sewer  rates  rose  67  percent 
in  April  1972.   While  tenants  and  managers  can  take  measures 
dealing  with  utility  consumption,  rate  levels  are  outside  their 
control. 


8.    Officials  of  the  City  of  Boston  may  have  expected  HUD 
to  absorb  the  property  tax  increase  through  higher  subsidies. 
Only  when  managers  initiated  rent  increase  applications 
justified  by  such  tax  adjustments  did  City  Assessors  realize 
that  the  higher  taxes  were  to  come  from  tenants'  rents. 
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(3)   Escalating  Prices  for  the  Services  of  Private 
Vendors,  Especially  Insurance.   Insurance  Is  generally  the 
most  expensive  service  purchased  privately  by  subsidized 
projects.   During  the  late  sixties,  many  developments  in 
Inner  city  areas  could  not  purchase  any  insurance  on  the 
private  market.   Insurers  were  concerned  that  riots,  crime 
and  community  opposition  would  quickly  destroy  structures. 
The  only  alternative  for  many  projects  was  the  government- 
sponsored  FAIR  plan,  which  guaranteed  Insurance  coverage, 
but  at  a  price  two  to  four  times  that  of  private  companies. 
One  project  in  Boston,  for  example,  had  budgeted  $3,300 
annually  for  Insurance,  while  its  FAIR  premiums  were 
$12,700. 

Fortunately,  since  early  1973,  Insurance  costs  have 
been  drifting  downward  as  insurers  realized  that  they  had 
over-estimated  the  risks  associated  with  subsidized  housing 
in  the  Inner  city.   The  project  mentioned  above  recently 
lowered  its  insurance  costs  $^0  per  unit  per  year  by  shifting 
from  the  FAIR  plan  to  private  coverage  that  costs  only 
$10,000  per  year.   Nevertheless,  this  amount  is  still  three 
times  the  original  allocation  for  Insurance. 

Overall,  fire  Insurance  costs  range  from  $27  to  $207/ 
unit/year,  with  projects  in  the  Boston  core,  especially  re- 
habilitation, paying  the  most.   Developments  in  suburban 
areas  or  of  fire-proof  construction  enjoyed  lower  Insurance 

expenses . 
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Project  managers  have  some  control  over  the  costs  of 
vendors  because  they  can  shop  around  for  the  best  price. 
Where  managers  have  recently  shopped  comparatively  for 
insurance,  they  have  been  able  to  cut  costs.   In  a  few 
projects,  a  little  shopping  has  also  enabled  managers  to    ' 
reduce  legal  and  auditing  expenses.   Keeping  books  up-to- 
date  and  structured  according  to  HUD  rules  can  further  save 
on  auditing  costs.   These  tactics  have  been  particularly 
valuable  in  small  projects  which  must  spread  such  fixed  costs 
as  an  audit  over  only  a  few  units.   Since  the  price  of  an 
audit  is  not  proportional  to  the  size  of  a  project,  HUD- 
required  annual  audits  may  cost  $25/unit  in  small  projects 
but  only  $5/unit  in  large  projects. 

(4)  Vandalism.   Vandalism  has  increased  repair  and 
replacement  costs  in  many  projects.   One  inner-city  develop- 
ment in  Boston  containing  over  300  units  in  a  single  year 
spent  $7,700  to  replace  almost  400  light  fixtures  destroyed 
by  vandalism,  $32,000  to  replace  86  doors  wrecked  by  a 
combination  of  vandalism  and  weather,  and  $l4,800  for  security 
screens  in  first-floor  apartments.   Total  costs  attributable 
to  vandalism  in  this  project  amounted  to  almost  $320  per 

unit  in  extra  repair  costs. 

(5)  The  Cost  of  Dealing  with  Public  Agencies.   Private 
managers  in  federally-assisted  housing  are  regulated  by 
public  agencies  which  administer  and  monitor  the  private 
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appllcatlon  of  housing  subsidies.   These  agencies  include 
HUD,  local  housing  authorities  (when  projects  receive  leased 
housing),  municipal  assessing  departments,  and  local  rent 
boards.   Managers  are  responsible  for  a  large  number  of 
management  functions  including:   tenant  selection  and  eviction, 
rent  levels,  maintenance,  decisions  on  renovation  and  book- 
keeping.  Project  managers  must  process  large  amounts  of 
paperwork  and  go  through  many  administrative  procedures 
dictated  by  public  agencies.   These  costs  are  supposed  to 
be  absorbed  by  a  management  fee  equal  to  4-6  percent  of  gross 
rents.   However,  just  the  time  and  cost  of  satisfying  all 
public  agency  requirements  often  has  absorbed  the  entire 
management  fee.   One  group  of  small  projects  under  the  same 
non-profit  manager  in  Boston  is  spending  two  to  three  times 
its  management  fee  to  fulfill  public  regulatory  requirements. 
It  cannot  eliminate  any  of  these  expenses  because  they  are 
required  by  law.   Since  many  requirements  of  public  agencies 
are  identical  for  all  projects  regardless  of  size,  they  are 
particularly  burdensome  for  small  projects  which  must 
amortize  their  cost  over  a  small  number  of  units.   Thus,  if 
a  rent  increase  costs  $500  to  process,  a  small  20-unit  pro- 
ject would  be  spending  $25  per  unit,  while  a  large  500-unit 
would  spend  only  $1  per  unit.   In  dealings  with  public 
agencies,  economies  of  scale  truly  benefit  large  projects. 

All  the  expenses  discussed  above  are  direct  costs:   they 
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represent  bills  which  a  project  must  pay.   Three  other 
expenses  which  can  affect  projects'  financial  condition 

are  indirect  since  they  effect  erosion  of  badly  needed 

9 
income:   vacancies,  accounts  receivable  and  bad  debts. 

Rental  Increases:   One  Solution  for  Cash  Flow 

The  most  common  strategy  for  meeting  rising  expenses 
is,  of  course,  rent  increases.   Although  many  projects 
have  increased  rents,  in  only  three  out  of  the  sample  of 
36  have  rents  managed  to  stay  ahead  of  rising  costs.   There 
are  two  primary  reasons  for  the  gap  and  both  are  Inherent 
in  the  subsidy  programs.   The  first  reason  has  been  des- 
cribed earlier:   HUD  procedures  and  policies  on  rent  increases. 
These  include  HUD's  insistence  that  increases  can  only  cover 
expenses  that  have  already  been  incurred,  a  policy  which 
mandates  a  continuing  gap  between  project  income  and  costs. 
They  also  include  the  long  periods  of  time  that  have  been 
required  to  process  rent  increases.   For  projects  located 
within  the  city  of  Boston,  these  problems  are  compounded  by 
the  policies  and  procedures  of  the  Boston  Rent  Board.   It, 
too,  reviews  all  rents;  and  like  HUD,  its  rules  demand  that 
all  increases  be  based  on  documented  costs.   The  Rent  Board's 
presence  partially  accounts  for  the  fact  that  suburban  pro- 
jects have  been  more  successful  in  raising  rents  than  projects 
within  Boston.   In  all  locations,  manager  persistence  is  the 


9.    Although  only  bad  debts  constitute  a  true  expense, 
accounts  receivable  and  vacancies  directly  reduce  cash  flow, 
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key  to  success  in  raising  rents  to  meet  expenses.   HUD 
personnel  have  described,  almost  in  admiration,  the  machine- 
like  proficiency  of  the  most  experienced  for-profit  developers 
in  working  through  the  maze  of  paper  work  involved  in  rent 
increases . 

While  the  bureaucratic  obstacles  to  sufficient  and 
speedy  rent  Increases  could  be  changed  legislatively,  the 
second  obstacle  to  higher  rents  cannot  be  altered  so  easily. 
This  is  the  limited  size  of  tenants'  incomes.   Most  tenants 
simply  cannot  afford  the  rents  that  would  be  required  to 
absorb  operating  costs.   Over  40  percent  of  the  tenants  in 
projects  in  serious  trouble  are  already  spending  more  than 
25  percent  of  their  income  on  rent.   More  than  one-third 
of  all  households  in  subsidized  projects  have  no  wage 
earners;  hence,  their  incomes  cannot  be  expected  to  grow 
with  "normal"  inflation.   Clearly,  such  households  cannot 
afford  the  additional  $300  to  $465/unit/year ,  which  is  the 
minimum  that  would  be  required  annually  for  a  typical  pro- 
ject in  serious  financial  difficulty  to  break  even.     Only 
a  quarter  of  the  tenants  in  troubled  projects  have  sufficient 
incomes  —  $7,200  to  $8,000  or  more  —  to  pay  these  increases 
and  still  devote  only  25  percent  of  Income  to  rent.   Of 
course,  the  possibility  of  evicting  current  tenants  and 
admitting  families  with  higher  incomes  exists,  but  if  it 


10.   See  Table  B-7  in  Appendix. 
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were  Implemented,  the  goal  of  housing  low  income  households 
through  subsidized  programs  would  be  lost. 

Given  the  minimal  level  of  tenant  incomes,  a  few  non- 
profit sponsor-managers — although  not  the  majority — have 
refused  to  raise  rents.   They  have  argued  that  housing  was 
promised  to  the  community  at  a  given  price,  and  they  were 
going  to  keep  that  promise.   A  few  limited  dividend  sponsors 
have  also  expressed  unwillingness  to  pursue  rent  increases, 
but  for  a  different  reason;  they  anticipated  community 
resistance  or  retaliation. 
Vacancies 

Although  the  sample  as  a  whole  has  had  a  low  average 
vacancy  rate  of  1.7  percent,  (1970-72),  vacancies  were 
significantly  higher  in  projects  experiencing  fiscal  problems, 
A  project  operating  at  a  deficit  can  ill  afford  even  a  2  per- 
cent vacancy  rate,  which  is  equivalent  to  a  loss  of  about 
$40/unit/year. 

In  one  rehabilitation  project  in  Dorchester,  over 
10  percent  of  the  units  were  vacant  more  than  one  year  after 
rent-up,  but  in  other  projects  relatively  high  vacancy 
seems  related  to  tenant  turnover  rather  than  lack  of  demand. 
Management  and  tenant  interviews  suggested  that  tenancy  was 
more  stable  in  sound  projects  and  that  a  large  proportion 
of  the  turnover  in  financially  troubled  projects  was  a  result 
of  evictions  for  non-payment  of  rent.   Even  though  apartments 
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were  not  difficult  to  rent  in  the  latter  projects,  the  time 
required  to  redecorate  and  re-rent  added  up  to  periods  of 
substantial  vacancy  in  many  places. 

Vacancies  were  significantly  higher  in  rehabilitation 
units  and  in  the  projects  located  in  the  city  of  Boston. 
Since  these  developments  tend  to  house  tenants  having  lower 
Incomes  than  families  in  new  construction  and  in  suburban 
projects,    their  higher  vacancy  rates  are  understandable 
in  light  of  tenants'  rent-paying  difficulties,  subsequent 
evictions  and  apartment  turnover.   However,  since  many  other 
projects  in  poor  financial  condition  had  low  vacancy  rates, 
high  vacancy  usually  was  considered  an  exacerbating  factor 
rather  than  a  fundamental  cause  of  financial  problems. 
Bad  Debts 

Bad  debts,  which  are  the  accounts  payable  of  tenants 
written  off  as  uncollectible,  average  1.4  percent  of  gross 
receipts  for  projects  In  the  sample.   Sound  projects  ex- 
perience bad  debts  of  only  0.4  percent  while  the  rest  generally 
average  much  higher  ratios.   As  with  vacancies  and  accounts 
receivables,  bad  debts  are  least  serious  in  new  and  suburban 
projects.   Managers  Interviewed  often  mentioned  that  bad 
debts  were  aggravated  by  Boston  Rent  Board  Intervention  in 
eviction  proceedings.   Once  an  eviction  for  non-payment  is 
begun,  a  manager  cannot  expect  any  more  rent  until  the  tenant 
Is  out  of  the  premises.   Since  the  Rent  Board  prolongs  the 


11.   Data  from  tenant  and  management  Interviews. 
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evlctlon  process  by  1-4  months,  many  tenants  leave  owing 
large  sums . 

If  a  tenant  has  been  on  leased  housing,  the  manager 
can  collect  this  money  from  BHA ,  although  at  the  expense  of 
considerable  administrative  effort.   If  not,  collection  de- 
pends on  a  manager's   persistence  and  a  tenant's  financial 
position.   Frequently,  managers  find  it  impossible  to 
recover  $200-$800  in  arrears  from  a  very  poor  tenant.   How- 
ever, a  few  managers  go  after  tenants  doggedly  and  are  proud 
of  their  ability  to  collect  arrears.   This  is  further 
evidence  of  the  impact  which  manager  attitudes  and  abilities 
can  have  on  operating  costs. 
Accounts  Receivable 

Accounts  receivable  constitute  an  aggravation,  rather 
than  a  basic  cause,  of  financial  problems.   The  average 
accounts  receivable  figure  for  projects  in  the  sample  was 
equivalent  to  4.3  percent/unit/year.   There  are  large 
variations  from  project  to  project,  with  a  high  of  12  percent 
and  a  low  of  zero.   Rehabilitation  and  Boston  core  projects 
again  had  the  worst  records,  once  more  reflecting  their 
low  tenant-income  patterns. 

There  is  a  strong  correlation  between  accounts  receivable 
and  the  incidence  of  leased  housing  and  rent  supplement 
subsidies.   This  is  a  natural  outgrowth  of  the  administrative 
complexity  of  these  subsidies.   Rents  due  from  BHA  on  the 
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first  of  the  month  are  typically  received  In  the  last  half 
of  the  month.   Tenant  arrears  are  typically  paid  by  BHA 
two  months  late.   HUD-administered  rent  supplement  payments 
are  usually  received  6  weeks  late,  since  managers  must  bill 
HUD  retroactively.   All  these  realities  soon  add  up  to  a 
chronic  lag  in  cash  flow. 

In   one  project  with  many  leased  housing  units,  the 
cash  flow  situation  is  so  bad  that  vendors  refuse  to  advance 
any  goods  and  services.   The  project  cannot  afford  to  buy 
in  bulk,  so  it  loses  the  potential  savings  of  large-scale 
buying.   In  this  case,  BHA-caused  accounts  receivables  are 
contributing  directly  to  higher  project  expenses. 
Managers'  Responses  to  Increasing  Operating  Costs 

How  have  managers  coped  with  the  financial  squeeze 
resulting  from  increasing  costs  and  underestimated  budgets? 
A  few,  of  course,  have  not  been  able  to  cope,  and  their 
projects  have  slid  into  foreclosure.   Managers  of  sound 
projects  typically  seem  to  have  benefited  from  more  realistic 
budget  forecasts  and  from  their  own  ability  to  cut  expenses 
whenever  they  can.   As  one  manager  put  it,  "There's  no 
black  magic  to  keeping. .. buildings  open.   The  issue  is  how 
you  can  constantly  hone  down  costs,  making  small  savings 
wherever  possible.   For  instance,  by  putting  heat  timers  on 
the  boilers  and  improving  window  installations  so  they  leak 
less,  and  therefore,  lose  less  heat  in  winter."   As 


-79- 


mentioned  earlier,  other  routine  cost  savings  can  come 
from  comparative  shopping  for  vendors,  billing  tenants 
directly  for  utilities,  involving  tenants  in  maintenance, 
and  aggressively  pursuing  collection  of  bad  debts.   Some 
managers  skimp  on  maintenance,  decorating,  and/or  repairs, 
although  in  the  long  run,  this  tactic  may  be  counter- 
productive if  it  leads  to  large  deferred  maintenance  costs. 
Limited  dividend  projects  will  often  stop  paying  distribu- 
tions to  limited  investors. 

Some  managers  tap  outside  sources  of  funding  to  meet 
certain  operating  expenses.   This  is  particularly  true  of 
non-profit  and  cooperative  sponsor-managers.   A  few  of  them 
have  grants  from  private  charitable  foundations,  and  they 
pay  administrative  costs  and  salaries  out  of  these  funds. 

Limited  dividend  managers  sometimes  dip  into  other 
sources  of  housing-related  income:   profits  on  non-subsidized 
housing  or  profits  on  tax  shelter  syndication.   One  of  the 
three  largest  sponsors  in  Boston  has  begun  to  accumulate 
all  his  syndication  sales  proceeds  as  a  reserve  against 
operating  cost  increases. 

Projects  with  financial  problems  may  survive  temporary 
periods  of  fiscal  difficulty  by  skipping  debt  service  payments 
While  this  tactic  puts  them  in  default,  it  may  yield  extra 
funds  to  pay  for  extraordinary  costs  such  as  repairs,  or  it 
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may  temporarily  compensate  for  rent  arrears.   After  a  few 
months,  when  the  cost  of  repairs  has  been  absorbed  or 
arrears  have  been  paid,  the  mortgage  can  be  paid  up.   One 
large  developer.  In  particular,  slips  Into  default  continually, 
He  regards  default  as  a  legitimate  tool  for  survival.   How- 
ever, his  attitude  Is  not  common.   It  Is  more  likely  to  be 
shared  by  large  rather  than  small  project  sponsors,  for  the 
latter  are  usually  more  timid  about  an  action  that  might 
lead  to  foreclosure.   Large  sponsors  seem  confident  of  HUD's 
reluctance  to  foreclose  and  acquire  ownership  of  subsidized 
housing. 

Both  small  and  large  projects  with  excess  operating 
expenses  are  more  likely  to  use  HUD-approved  procedures  such 
as  mortgage  modifications  and  rent  Increases.   Mortgage 
modifications  are  HUD-sanctloned  defaults.   They  are  tem- 
porary suspensions  of  amortization  and,  often,  of  replacement 
reserves  while  expenses  are  reduced  and/or  rents  are 
Increased.   Despite  HUD  rules  defining  modification  as  a 
temporary  device  to  facilitate  establishing  a  sound  fiscal 
base,  a  few  Boston  area  projects  have  spent  most  of  their 
lives  in  modification. 

In  fact,  half  of  all  projects  in  the  study  sample  have 
had  their  mortgages  modified  at  least  some  of  the  time,  and 
one-third  have  been  in  modification  at  least  30  percent  of 
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the  time  (Table  D-7  In  Appendix).   Developments  experiencing 
financial  difficulty  were  significantly  more  likely  to 
experience  mortgage  modifications  than  were  those  in  sound 
financial  condition.   Rehabilitated  developments  used  modi- 
fication less  often  and  less  heavily  than  new  construction 
proj  ects . 

Several  conclusions  may  be  drawn  from  an  examination 
of  the  history  of  those  developments  utilizing  the  tool  of 
modification.   First,  very  few  projects  in  sound  financial 
condition  can  attribute  their  success  to  the  use  of  modifi- 
cation.  Second,  there  is  a  significant  group  of  developments 
for  which  modification  has  become  a  way  of  life — notably 
the  non-profit  new  construction  projects  with  very  high  debt 
service,  and  some  of  the  BURP  projects.   If  either  HUD  or 
the  mortgagee  decides  not  to  continue  mortgage  modification, 
these  developments  will  experience  dramatic  debt  service 
Increases  which  are  well  beyond  the  capacity  of  feasible 
rents.   Third,  there  is  a  small  group  of  projects  that  appear 
to  be  capable  of  turning  around  during  modification,  but  as 
yet,  only  one  has  been  able  to  do  so. 

Only  two  financially  sound  projects  have  used  modifica- 
tion at  all — the  rest  have  achieved  stability  by  adjusting 
other  expenses  and/or  rents.   Of  the  two,  one  was  a  paradigm 
of  modification  theory--enjoying  a  temporary  suspension  of 
debt  service  while  a  rent  increase  was  phased  in  to  allow 
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extra  debt  service  to  cover  a  change  order.   In  the  other, 

modification  was  used  to  allow  the  development  to  remain 

12 
solvent  during  a  protracted  rent  increase  dispute. 

Mortgage  modification  was  never  intended  by  HUD  to  be 
a  long-range  solution  to  financial  problems.   Yet  one-third 
of  the  projects  in  the  study  sample  have  been  in  modification 
more  than  30  percent  of  the  time,  and  four  have  been  in 
modification  for  more  than  75  percent  of  the  time.   If  full 
debt  service  were  to  be  resumed,  these  projects  would  experi- 
ence rent  increases  of  up  to  $35/unit/month .   Yet,  PNMA, 
GNMA,  and  HUD  claim  to  regard  modifications  as  only  temporary 

devices  and  will  ultimately  have  to  force  resumption  of  full 

13 
amortization.     Many  of  the  BURP  developments  are  approaching 

the  point  where  modifications  will  no  longer  be  approved  by 

GNMA,  and  this  poses  a  serious  problem  for  them,  since  they 

are  already  unable  to  make  ends  meet. 


12.  HUD ' s  practice  of  allowing  modifications  during  rent 
strikes  has  been  criticized  by  some  as  undermining  the 
strength  of  a  legitimate  collective  action  taken  by  tenants 
Further,  since  deferred  amortization  must  be  made  up  by 
increasing  future  debt  service  payments,  it  places  even 
greater  pressure  on  the  already  contested  rent. 

13.  Interview  with  Leon  Fine,  Assistant  Regional  Vice 
President,  Federal  National  Mortgage  Association,  June  8, 
1972.   Under  the  so-called  Watson-Kingman  agreement,  GNMA 
will  approve  HUD's  first  request  for  modification  of  a 
221  (d)(3)  BMIR  mortgage.   But  thereafter  in  BMIR  cases, 
and  in  all  Section  236  mortgages,  approval  is  at  the  dis- 
cretion of  the  mortgagee. 
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There  are  a  few  developments  where  mortgage  modifica- 
tion is  being  used  with  discretion  while  expenses  are  reduced 
and  rents  Increased.   But  if  there  is  no  Improvement  in  a 
project's  fiscal  position  at  the  end  of  a  modification, 
HUD's  unwillingness  to  foreclose  projects  leads  it  to  per- 
petuate the  holding  action,  despite  the  fact  that  this 
increases  the  severity  of  the  final  decision  to  resume  full 
debt  service. 

Even  when  modification  is  a  reasonable  tool,  projects 
have  had  its  benefits  reduced  by  the  complexity  and  in- 
efficiency of  the  approval  process.   One  project  was  not  even 
notified  that  a  modification  was  in  effect  until  after  it 
expired!   Several  projects  have  gone  into  default  when  they 
suspended  principal  payments  after  reaching  an  agreement 
with  HUD  and  the  mortgagee,  because  the  HUD  Area  Office  failed 
to  forward  necessary  documents  to  FNMA.   Valuable  time  has 
been  wasted  unravelling  such  misunderstandings,  diverting 
managers'  time  from  more  immediate  project  needs.   Several 
rehabilitation  projects,  heavily  subsidized  with  leased 
housing  contracts,  have  been  unable  to  effect  modifications 
until  debt  service  became  current  (a  GNMA  requirement).   Yet, 
the  delinquency  was  brought  about  because  of  HUD's  failure 
to  allocate  funds  to  the  local  housing  authority  to  cover 
prior  HUD-approved  rent  increases  in  the  leased  housing  units. 
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Thls  illustrates  once  more  the  disastrous  consequences 

of  the  fragmentation  of  responsibility  within  the  HUD 

bureaucracy. 

Findings  and  Conclusions:   Impact  of  Operating  Costs  on 
Financial  Difficulties 

The  preceding  in-depth  review  of  occupied  project 
finances  revealed  that  operating  costs  were  generally  higher 
in  projects  confronted  by  financial  difficulty,  as  measured 
by  cash  flow.   Moreover,  the  particular  vulnerability  of 
inner-city  rehabilitation  projects  to  excessively  high 
operating  expenses  is  consistent  with  the  strong  tendency 
of  such  projects  to  experience  financial  problems  in  general. 

The  types  of  development  in  financial  difficulty  most 
susceptible  to  relatively-high  and  rapidly-growing  operating 
costs  were  rehabilitated  housing,  projects  located  within 
the  City  of  Boston  (especially  in  the  inner  city),  and  pro- 
jects which  included  all  utilities  in  the  rent. 

Relatively-high  maintenance  expenditures  were  associated 
with  rehabilitated  developments  and  with  developments 
managed  by  large  identlty-of-lnterest  sponsors.   Low  main- 
tenance expenses  were  found  concentrated  in  new  construction, 
developments  with  mostly  elderly  tenants,  and  projects 
where  tenants  assumed  some  of  the  responsibility  for  routine 
maintenance. 


-85- 


Relatively  high  insurance  expense  was  linked  to 
rehabilitated  construction,  inner  city  and  semi-fireproof 
construction.   Relatively  high  utility  expense  was  connected 
with  rehabilitated  construction,  the  inclusion  of  all 
utilities  in  the  project  budget,  and  in  one  case,  with 
electric  heat.   Relatively  high  administrative  expense  was 
associated  with  small  or  scattered  site  rehabilitated 
developments,  and  in  developments  using  supplementary  rental 
assistance  in  more  than  half  of  the  units.   Low  administra- 
tive expense  tended  to  be  found  in  small,  one-person  manage- 
ment firms  and  with  developments  which  had  a  relatively 
uniform,  middle-income  tenant  composition. 

From  1969  to  1972,  rents  in  subsidized  housing  increased 
an  average  of  6  percent  per  year,  while  expenses  increased 
13  percent  per  year.   Rents  lagged  behind  rising  expendi- 
tures because  of  two  major  reasons:   (a)  HUD's  policies  and 
procedures  on  rent  increase  applications,  and  (b)  the  limited 
margin  of  tenants'  income.   Although  the  sample  as  a  whole 
achieved  lower  than  expected  vacancy  rates  (the  average 
was  less  than  2  percent),  vacancies  tended  to  be  higher 
where  projects  were  in  financial  difficulty  and  in  rehabilita- 
ted developments. 


V.   MANAGEMENT  OF  SUBSIDIZED  HOUSING  DEVELOPMENTS 

Introduction 

It  Is  generally  recognized  that  management  Is  crucial  to 
the  success  of  multl-famlly  housing  developments.   The  need  for 
competent  management  services  In  subsidized  housing  Is  heightened 
by  the  constraints  Imposed  during  the  development  stage:   most 
projects  begin  their  operations  with  physical  and  financial 
problems;  these  problems  may  undermine  tenant-management  relations 
In  the  first  months  of  occupancy;  and  the  regulatory  environment 
within  which  managers  must  make  decisions  Imposes  severe  limits 
on  their  possible  actions. 

Faced  with  this  multiplicity  of  problems,  managers  have 
made  many  different  types  of  decisions  and  achieved  varying  de- 
grees of  success.   One  purpose  of  this  chapter  Is  to  evaluate 
those  decisions  and  to  relate  them  to  the  Interests,  organization, 
and  philosophy  of  management.   The  second  objective  of  this 
discussion  Is  to  present  management's  views  on  the  major  problems 
facing  subsidized  housing  developments,  since  these  views  have 
helped  to  shape  the  analysis  throughout  this  report. 

The  data  forming  the  basis  for  the  analysis  In  this  chapter 
were  derived  from  personal  Interviews  with  managers  and  sponsors 
of  the  36  developments  In  the  study  sample.   In  some  cases,  where 
the  sponsor  provided  Its  own  management,  one  Individual  was  Inter- 
viewed as  a  representative  of  both  parties.   A  questionnaire  was 


developed,  after  several  trial  interviews,  which  facilitated 
the  collection  of  specific  project  data  as  well  as  an  open 
discussion  of  the  issues  of  project  finances,  tenant  selection, 
rent  collection,  maintenance,  impact  of  government  agencies 
and  management  philosophy.   A  copy  of  the  questionnaire  is 
included  in  Appendix  F,   Interviews  were  generally  given  willingly 
and  usually  lasted  two  to  three  hours,  with  most  respondents 
expressing  the  hope  that  their  time  would  be  rewarded  by  re- 
cognition on  the  part  of  the  government  agencies  of  the  daily 
problems  faced  in  the  operation  of  subsidized  housing  develop- 
ments . 

During  the  course  of  analyzing  the  manager-sponsor  inter- 
views, careful  consideration  was  given  to  a  number  of  bases  for 
identifying  similarities  and  differences  among  the  firms  studied. 
Decision-making  structure,  type  of  business  relationship  between 
manager  and  sponsor,  delivery  systems  and  other  criteria  all 
failed  to  emerge  as  useful  predictors  of  management  effectiveness. 
Finally,  a  classification  based  on  a  composite  of  organizational 
size  and  basic  constituency  was  developed  which,  while  somewhat 
subjective,  best  filled  the  need  to  identify  the  major  differences 
in  approach  to  the  management  of  multi-family  subsidized  housing. 
Management  Firms:   Typology  and  Behavior  Patterns 

The  management  firms  in  subsidized  housing  may  be  classified 

as  follows: 

(1)  large  firms,  whether  independent  of  or  controlled  by 
the  sponsor; 


-89- 


(2)  small  community-based  professional  management  firms;  and 

(3)  ad  hoc  organizations  formed  to  meet  the  letter  of  HUD's 
requirements . 1 

Firms  denoted  as  "large"  generally  manage  1,000-4,000  units 
of  housing.   Most  specialize  in  subsidized  housing,  but  a  few 
derive  the  bulk  of  their  business  from  conventional  apartments 
and  office  space.   One  important  characteristic  of  such  large- 
scale  operations  is  that  technical  services  such  as  bookkeeping, 
rent  collection,  purchasing,  maintenance  and  legal  services  are 
centralized,  with  a  project  manager  responsible  for  coordinating 
these  services  and  supervising  the  few  remaining  project-level 
responsibilities,  e.g.,  receiving  service   requests  from  tenants, 
trash  removal  and  janitorial  services.   This  specialization  of 
function  brings  with  it  both  opportunities  and  pitfalls. 

On  the  one  hand,  economies  of  scale  effect  cost  savings  in 
both  materials  and  payroll.   A  project  manager  may  be  able  to 
handle  up  to  four  developments  or  be  more  free  to  spend  time 
developing  a  rapport  with  individual  tenants;  computerized  billing 
may  save  clerical  time  spent  typing  overdue  rent  notices.   Service 
delivery  tends  to  be  prompt.   Temporary  cash  deficiencies  in  one 
project  may  be  alleviated  by  borrowing  funds  from  another  pro- 
ject's account  to  pay  an  important  bill  on  time,  making  up  the 
"loan"  later.   All  of  these  advantages  for  large  management  firms 
appeared  in  the  study  sample. 


1.    The  Regulatory  Agreement  states  that  owners  must  arrange  for 
a  management  contract  that  meets  HUD's  approval. 
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On  the  other  hand,  the  diffusion  of  responsibility  through 
specialization  may  impair  the  performance  of  management  duties 
and  adversely  affect  management-tenant  relations.   Maintenance 
crews  may  be  indifferent  to  the  quality  of  work  performed  if 
their  accountability  is  reduced  by  the  complexity  of  the  organiza- 
tion. 

Large  management  firms  affiliated  with  developers  often 
enjoy  a  competitive  advantage  over  smaller  operators  of  sub- 
sidized housing  as  a  result  of  the  special  relationships  culti- 
vated with  federal  officials.   One  HUD  employee  described  how  a 
high  official  in  the  HUD  Regional  Office  required  an  Area  Office 
mortgage  servicing  officer  to  drop  all  other  rent  increase 
applications  to  expedite  rent  increases  for  one  of  Boston's 
largest  sponsors.   Another  large  sponsor  routinely  lets  mortgages 
go  into  default,  knowing  that  GNMA  and  HUD  will  tolerate  the 
practice. 

Such  favoritism  puts  smaller  sponsors  and  managers  at  a 
relative  disadvantage  by  delaying  their  mortgage  servicing  needs; 
it  also  contributes  to  the  cynicism  of  tenant  advocates  about 
landlord-government  alliances  and  the  consequences  of  such 
relationships  for  tenant  bargaining  power  in  case  of  disputes 
with  management.   Because  of  indifferent  treatment  of  tenants' 
rights  and  property  maintenance  by  large  sponsor/managers 
seemingly  immune  to  federal  regulation,  local  governmental  agencies, 
especially  the  Boston  Housing  Authority  and  the  Boston  Rent  Board, 
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have  intervened  to  delay  or  deny  Implementation  of  rent  Increases 
granted  by  HUD.   Tenant  organizations  have  tended  to  concentrate 
their  energies  on  influencing  local  rather  than  federal  regulators, 

having  concluded  that  HUD  represents  neither  a  mechanism  nor  an 

2 
advocate  in  support  of  their  position.    Quite  naturally  they 

see  local  officials  as  more  accountable  to  the  political  issue 
of  tenants'  rights.    Thus,  the  appearance  of  an  informal  relation- 
ship between  HUD  and  large  sponsors,  resulting  from  a  kind  of 
symbiosis  with  respect  to  production  goals,  has  backfired  with 
negative  consequences  on  the  management  side. 

Small  community-based  or  community-oriented  professional 
management  companies  have  emerged  in  recent  years  in  response  to 
the  opportunity  provided  by  the  expanding  demand  for  housing 
management  services.   Although  small  organizations  may  lack  the 
strengths  of  economies  of  scale,  they  have  considerable  potential 
for  improving  management-tenant  relations,  especially  when  tenants 
are  composed  primarily  of  a  homogeneous  minority  group,  as  in 
black  or  Spanish-American  communities. 


2.  See  Elving,  Public  Subsidies  and  Private  Managers,  op. cit . , 
especially  Chapter  5.  Once  the  latent  defect  recovery  period  is 
up,  HUD's  regulatory  role  and  effectiveness  are  diminished. 

3.  HUD  has  never  acted  to  define  regulations  governing  tenant's 
rights  in  the  Issues  of  rent  increases,  eviction  and  applications. 
Consequently,  the  courts  have  had  to  define  tenants'  interests  by 
defining  constitutional  standards  under  which  HUD  and  publicly 
subsidized  landlords  must  operate.   For  example,  one  recent  de- 
cision asserted  that  due  process  required  that  tenants  be  notified 
of  rent  increase  applications  (including  the  reasons  for  the 
request)   be  given  an  opportunity  to  make  written  objections  and 
be  given  a  statement  of  HUD's  reasons  for  approving  any  increase. 
(Geneva  Towers  Organization  vs.  Federated  Mortgage  Investors- 
C-70  104  SAW  (N.D.  Cal.  1/3/72).   "Procedural  Due  Process  in 
Government-Subsidized  Housing,"  Harvard  Law  Review,  86:  p. 880,1973' 
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Several  firms  of  this  latter  type  were  started  by  people  who, 
having  had  previous  careers  in  public  housing  or  in  large-scale 
management  companies,  formed  their  own  organization.   In  practice, 
the  decisions  made  by  the  small  community-based  or  community- 
oriented  firms  are  dominated  by  the  personality  and  philosophy 
of  the  founder.   In  some  cases  such  firms  have  succeeded  in 
narrowing  tenant  selection  goals  to  produce  a  conformity  between 
management's  strengths  and  tenants'  needs. 

For  example,  one  manager,  committed  to  improving  the  housing 
opportunities  of  others  like  himself  who  are  shifting  their 
careers  from  public  to  private  housing,  emphasizes  the  values 
of  commitment  toward  the  welfare  of  one's  neighbor  and  good  house- 
keeping practices.   Tenant  selection  weeds  out  those  who  do  not 
share  his  views  on  these  issues  and  reinforces  the  likelihood  of 
a  uniform  collective  standard  of  behavior.   In  another  case,  a 
group  originally  involved  in  community  organization  became  the 
developers  and  managers  of  a  rehabilitated  project  in  the  South 
End.   They,  too,  emphasize  commitment  toward  building  a  community 
and  careful  treatment  of  the  premises.   In  addition,  they  have 
a  strong  commitment  to  the  housing  needs  of  Latin-American  people, 
and  despite  an  explicitly  multi-racial  policy,  are  often  seen 
by  others  as  exclusively  serving  the  Hispanic  community. 

Ad  hoc  organizations  were  occasionally  formed  to  meet  the 
formal  requirement  of  HUD  that  the  sponsor  develop  a  management 
arrangement.   In  most  such  instances,  the  projects  were  small 
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and  an  Individual  responsible  for  maintenance  and  rent  collection 
became  incorporated  as  a  management  firm.   In  one  case,  a 
developer  simply  allocated  management  functions  to  existing  staff 
assigned  to  other  duties.   By  and  large,  experience  indicated 
that  ad  hoc  organizations  have  had  greater  difficulty  with  the 
administrative  complexities  of  managing  subsidized  housing, 
either  because  of  poor  organization  or  lack  of  know-how. 

Community-based  management  firms  are  often  aggressive  in 
securing  social  services  for  tenants,  acting  in  the  belief  that 
the  resulting  improvements  in  rent  collection  and  reduced  main- 
tenance will  offset  the  costs  of  the  effort.   This  contrasts 
with  the  attitude  of  most  of  the  larger  management  firms  who 
often  complained  about  "being  asked  to  play  the  role  of  social 
worker" . 

It  appears  that  variations  in  management  values  are  most 
strongly  related  to  the  primary  purpose  of  the  management  firm. 
Companies  devoted  to  developing  and  managing  subsidized  housing 
tended  to  be  unwilling  or  unable  to  go  beyond  such  basic  manage- 
ment responsibilities  as  rent  collection  and  maintenance. 
Community-based  managers  and  several  young,  independent  managing 
firms  were  more  likely  to  regard  social  requirements  as  inseparable 
from  fiscal  needs.   Developer-controlled  managers  saw  their 
function  as  primarily  protecting  the  mortgage  payments  and 
demonstrating  their  ability  to  cope  with  a  difficult  situation, 
so  that  future  development  opportunities  with  HUD  would  be  enhanced. 
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Socially-orlented  managers,  on  the  other  hand,  stressed  the 
importance  of  creating  a  collective  spirit  that  encouraged 
management-tenant  cooperation  and  allowed  tenants  to  feel 
responsibility  for  their  actions. 

There  are  advantages  and  disadvantages  to  each  approach. 
The  conclusion  drawn  from  management  interviews  is  that  despite 
HUD's  paper  requirements  of  rather  uniform  management  agreements, 
management  priorities  in  practice  appear  to  be  conditioned  by  a 
firm's  basic  Interests.   Thus,  developer/managers  probably  would 
always  have  difficulty  in  completely  eliminating  landlord-tenant 
polarity,  because  the  economic  benefits  of  tenant  cooperation 
are  perceived  as  going  primarily  to  the  owner.   On  the  other 
hand,  they  may  be  more  capable  than  independent  managers  of 
achieving  economies  of  operation  and  securing  rent  increases  or 
mortgage  modifications.   The  experience  of  independent  managers, 
however,  has  led  them  to  the  conclusion  that  the  best  way  to 
run  a  development  is  to  keep  costs  and,  ultimately,  rents  down 
by  fostering  collective  action  and  mutual  responsibility.   Since 
they  have  the  opportunity  to  distinguish  themselves  from  the 
owners  of  the  projects  they  manage,  they  can  act  as  mediators 
and  demonstrate  the  benefits  of  this  approach  to  both  tenant 
and  sponsor. 
Manager-Sponsor  Relationships 

Management  firms  differ  considerably  in  their  relationships 
to  project  sponsors.   The  form  of  ownership  conditions  the 
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prlmary  Interest  of  the  sponsor,  and  in  turn  affects  the  policies 
and  decisions  made  by  the  sponsor  or  the  manager.   Limited 
dividend  firms  may  exist  primarily  to  derive  profit  from  the 
construction  of  housing,  through  the  use  of  or  syndication  of 
"tax  shelter",  or  through  project  operations.   That  Is,  housing 
Is  seen  as  an  Investment.   Most  limited  dividend  sponsors  con- 
trol their  own  management  firm.   The  few  exceptions  are  small 
Investor  groups  who  use  the  management  services  of  large-scale 
builder/managers . 

One  form  of  limited  dividend  sponsorship  adopted  with 
Increasing  frequency  In  recent  years  Is  the  joint  venture  (In 
the  form  of  a  limited  partnership)  between  a  builder-developer 
and  a  non-profit  community  development  group.   The  limited 
partnership  allows  funds  to  be  raised  through  equity  syndication; 
these  funds  and  the  builders ' -sponsors '  profit  and  risk  allowance 
(BSPRA)  are  divided  among  the  partners.   The  non-profit  partner's 
share  of  funds  raised  In  this  manner  may  be  used  to  provide 
additional  amenities,  as  a  reserve  against  future  operating 
losses,  or  to  finance  future  developments.   Joint  ventures  In 
the  Boston  area  have  arranged  for  management  to  be  handled  by  a 
variety  of  types  of  firms  —  subsidiaries  of  the  community 
development  group  or  of  the  builder,  and  Independent  management 
firms.   The  Involvement  of  non-profit  groups  In  limited  dividend 
subsidized  housing  developments  has  generated  a  discernible  shift 
of  priority  toward  maintenance  of  quality  housing  at  the  lowest 
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possible  rents. 

Non-profit  sponsors  may  be  either  community-based  develop- 
ment groups  or  charitable  organizations  committed  to  low  or 
moderate-income  housing  production.   As  a  result,  their  holdings 
are  usually  relatively  small  and  they  tend  to  make  use  of  out- 
side management  services.   Non-profit  sponsors  frequently  employ 
small-scale,  community-based  housing  management  firms. 

Cooperative  projects  may  differ  according  to  the  motives 
for  organizing  and  producing  the  development.   In  some  cases  a 
community  development  group  creates  a  non-profit  organizing 
board;  in  others  an  investor  designs  and  builds  the  housing, 
turning  it  over  after  occupancy  to  a  resident-controlled 
cooperative  board.   In  most  cases  the  initial  period  of  manage- 
ment is  performed  by  a  subsidiary  of  the  builder/developer.   The 
initial  occupancy  period  is  crucial  in  the  development  of  active 
resident  involvement  in  a  cooperative  operation.   If  an  investor/ 
sponsor  merely  carries  out  the  creation  of  a  cooperative  board 
in  a  perfunctory  manner,  the  development  might  be  left  with 
virtually  no  resident  awareness  of  the  advantages  and  responsi- 
bilities of  a  cooperative.   The  result  could  be  that  the  manage- 
ment will  be  looked  on  as  the  owner,  instead  of  as  an  agent  for 


^.    However,  despite  a  group's  priorities,  the  overall  economic 
and  administrative  constraints  of  the  subsidized  housing  system 
apply.   A  recent  case  study  of  a  community  housing  development 
corporation  in  Boston's  South  End  illustrates  how  this  group  had 
its  energy  diverted  from  active  community  organization  by  the  re- 
quirements of  dealing  with  housing  and  planning  officials.   The 
result  was  isolation  of  the  group  from  the  community  which  provided 
its  original  strength.   See  Urban  Planning  Aid,  Inc.,  Community 
Housing  Development  Corporations:   The  Empty  Promise,  op. cit . 
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the  collective  body  of  tenants.   Cooperative  projects  in  the 
study  sample  included  both  of  these  situations  —  true  resident 
decision-making  and  delegation  of  responsibility  of  management, 
as  well  as  resident  ignorance  of,  or  refusal  to  participate  in, 
project  operations,  and  management  domination  of  decision-making, 
Management  Views  of  Issues 

Managers  were  asked  to  identify  the  major  problems  facing 
their  developments.   Those  mentioned  most  frequently  were 
connected  with  project  finances,  tenants,  government  agencies 
and  construction  defects. 

The  overwhelming  issue  raised  by  managers  was  proj  ect 
finances  (Table  V-1;  management  views  of  project  finances  were 
discussed  in  some  detail  in  part  of  Chapter  IV) .   Within  the 
category  of  project  expense  problems,  utilities  were  mentioned 
in  all  but  two  projects.   Heating  fuel  was  most  often  mentioned, 
followed  by  electricity.   After  utilities,  maintenance  was  the 
next  most  prevalent  expense  problem,  followed  by  insurance  and 
property  taxes  (Table  V-2). 

Tenants  were  the  second  most  important  issue  in  the  eyes 
of  project  managers  (Table  V-1).   Most  often  cited  was  the 
difficulty  in  finding  and  keeping  good  tenants.   Just  what  a 
"good  tenant"  is  may  be  inferred  from  managers'  tenant  selection 
criteria  and  from  their  definitions  of  a  "problem  tenant". 
Good  credit,  ability  to  pay  rent  on  time,  and  good  references 
from  employers  or  previous  landlords  are  the  primary  criteria 
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used  In  screening  new  applications  (Table  V-3).   Conversely, 
problem  tenants  were  most  often  defined  as  those  who  did  not 
pay  rent  on  time  and/or  were  careless  about  apartments , of ten 
causing  damage  through  negligence,  or  not  taking  responsibility 
for  or  pride  in  keeping  common  areas  clean. 

A  large  number  of  managers  relied  on  their  own  judgment 
of  an  applicant,  stating  in  effect  that  they  usually  knew  when 
a  person  walked  in  the  door  whether  the  application  would  be 
accepted.   A  device  used  with  increasing  frequency  in  evaluation 
of  prospective  tenants  is  the  home  visit.   While  the  format  of 
the  visit  varies  from  manager  to  manager,  the  basic  objective 
is  to  evaluate  housekeeping  practices  and  potential  maintenance 
risks. 

A  majority  of  managers  interviewed  expressed  the  view  that 
project  location  and  government  regulations  had  inhibited  tenant 
selectivity  during  rent-up.   Either  projects  were  located  in  very 
low-income  neighborhoods  where  there  was  a  great  need  for  im- 
proved housing  (and  where  people  with  higher  incomes  were  unwilling 
to  live),  or  tenant  priority  was  based  on   relocation. 

Two  primary  types  of  attitudes  were  expressed  by  managers 
who  cited  dissatisfaction  with  present  tenants  —  one  was 
resignation  at  being  a  houser  of  last  resort;  the  other  was  a 
determination  to  force  out  very  low  income  tenants  who  were  seen 
as  causing  problems.   Managers  who  perceived  themselves  as  the 
"housers  of  last  resort"  expressed  either  a  preference  for  filling 
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that  need,  or  the  futility  of  attracting  people  with  better 
rent-paying  or  maintenance  habits  to  an  already  demoralized 
environment.   Those  who  wanted  to  change  tenant  composition 
emphasized  that  adequate  rents  could  not  be  paid  by  present 
residents,  but  that  the  (mostly  new  construction)  apartments 
could  still  be  marketed  to  relatively  more  affluent  people  at 
higher  rents.   Those  who  were  pessimistic  disputed  the  ability 
of  an  Isolated  new  construction  development  to  overcome  the 
negative  effects  of  the  surrounding  neighborhood. 

The  complicated  overlay  of  government  agencies  was  the 
third  most  frequent  complaint  of  managers.   In  fact,  since  a 
substantial  number  identified  the  major  source  of  financial 
problems  as  rent  regulation,  the  broad  issue  of  government 
control  is  a  serious  one  for  subsidized  housing  managers. 
Inflexible  rules  or  rigid  bureaucrats,  conflict  among  require- 
ments by  different  agencies  and  time-consuming  procedures  were 
frequently  mentioned.   This  Issue,  in  fact,  is  the  only  one 
in  which  managers  showed  real  bitterness.   Financial  and  tenant 
problems  were  seen  as  normal  and  soluble  when  management  had 
the  freedom  to  act.   But  government  intervention  in  property 
management  frustrated  and  angered  many  of  the  respondents. 

The  examples  most  often  cited  were  HUD's  slow  and  unrealistic 
actions  with  respect  to  rent  Increase  requests,  the  Boston  Rent 
Board's  intervention  in  eviction  proceedings,  and  the  Boston 
Housing  Authority's  red  tape,  constantly  changing  personnel  and 
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pollcy,  and  "pro-tenant  bias". 

Construction  defects  were  mentioned  with  moderate  frequency 
and.  Ironically,  the  majority  of  these  complaints  were  In  the 
most  recent  and  most  expensive  new  construction  developments 
using  pre-cast  concrete  members.   This  type  of  building  has 
become  notorious  for  roof,  door  and  window  leaks  and  in  some 
developments,  the  physical  problems  have  so  aggravated  tenants 
that  manager-tenant  relations  are  seriously  undermined.   This 
type  of  situation  occurred  as  a  result  of  the  Interaction  be- 
tween a  construction  cost-squeeze  and  a  complex  chain  of 
responsibility  Involving  sponsor,  contractor,  HUD,  redevelopment 
authorities  and  housing  authorities   (See  Chapter  III  for  a  more 
detailed  discussion. ) 

In  several  rehabilitation  developments,  an  Inexperienced 
limited  dividend  or  non-profit  sponsor  had  construction  done  by 
a  firm  experienced  in  subsidized  housing  rehabilitation,  with 
the  expectation  of  maximum  benefits  at  minimum  cost,  only  to  find 
that  incomplete  or  poor  quality  rehabilitation  resulted.   When- 
ever these  sponsors  attempted  to  monitor  specific  aspects  of 
construction  and  to  call  attention  to  deviations  from  specifi- 
cations, the  builder  tried  to  intimidate  them  with  threats  that 
costs  would  escalate  if  such -naive  "do-goodism"  were  permitted 
to  run  rampant.   With  no  support  from  the  FHA  Inspectors,  and 
little  practical  recourse  after  final  endorsement,   such  a 


5.   See  Chapter  III  for  a  discussion  of  the  difficulties  Involved 
in  correcting  latent  defects. 
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sponsor  was  forced  to  accept  knowingly  a  completed  development 
package  which  was  certain  to  require  high  maintenance  expendi- 
tures and  unnecessarily  high  fuel  consumption.   Not  surprisingly, 
such  complaints  were  not  voiced  by  sponsor  builder-controlled 
management  firms. 
Conclusions 

The  preceding  examination  of  management  structures,  philo- 
sophies, practices  and  performance  records  for  the  sample  of 
36  housing  developments  in  this  study  did  not  uncover  one  parti- 
cular model  of  management  which  might  be  suggested  as  worthy  of 
emulation  for  current  and  future  subsidized  housing  projects. 
What  the  analysis  did  identify,  however,  were  management 
characteristics  which  appeared  to  be  closely  linked  to  demonstrated 
management  effectiveness. 

The  conclusion  of  this  chapter  in  management  evaluation  is 
that  a  useful  management  model  should  combine  the  strengths  of 
large  management  companies,  which  can  offer  the  operating  and 
financial  advantages  derived  from  economies  of  scale  with  the 
social  sensitivities  and  consumer  focus  of  the  community-oriented 
management  firm,  thereby  bridging  the  personal  needs  of  tenants 
with  the  basic  responsibilities  of  management.   For  example, 
most  of  these  characteristics  were  evident  in  the  relatively 
successful  management  style  of  one  large  management  firm  which 
employed  a  property  manager  with  particular  sensitivity  to  tenant 
communications.   The  housing  development  managed  by  this  firm 
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is  in  an  inner-city  location  of  limited  scale,  with  rehabilitation 
type  of  construction  and  containing  a  tenant  population  with  a 
high  proportion  of  single-parent,  minority  households.   The 
latter  characteristics  are  generally  strong  predictors  of  serious 
fiscal  and  non-fiscal  problems  in  subsidized  housing  which  this 
management  arrangement  appeared  to  surmount. 

Thus  the  ideal  form  of  management  system  would  appear  to  be 
a  community-based  or  community-oriented  professional  management 
firm  which  can  draw  on  the  resources  and  economy-of-scale  benefits 
of  a  larger  parent  management  organization  and  which  has  the 
following  components  in  its  management  philosophy:   (1)  a  commit- 
ment to  balanced  fiscal  and  social  goals,  (2)  policies  which 
encourage  tenant-management  cooperation,  the  promotion  of  project 
collective  spirit  and  the  fostering  of  tenant  self-image  and 
responsibility,  and  (3)  aggressive  support  for  income-upgrading 
and  social  service  expansion  for  residents  as  aids  to  improving 
rent  collection  and  reducing  maintenance  requirements. 

Experience  also  seems  to  point  to  two  useful  patterns  of 
developer-owner  and  sponsor-management  relationships:   (1)  a 
limited  partnership  arrangement  between  a  builder-developer  and 
a  non-profit  community  development  sponsor  group,  with  management 
furnished  either  by  a  subsidiary  firm  of  the  community  development: 


See  Chapter  VII, 
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sponsor  or  by  an  Independent  community-oriented  management 
firm  associated  with  a  large-scale  commercial  operation;  or 
(2)  a  cooperative  arrangement  under  which  the  sponsor  is  a 
cooperative  owned  by  a  non-profit  governing  body,  with  manage- 
ment delegated  to  a  subsidiary  management  firm  and  with  major 
policies  of  management  and  project  operation  resting  with  an 
active  cooperative  policy-making  board. 
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TABLE  V-1 

MANAGERS'  STATEMENTS  OF  MAJOR  PROBLEMS 
IN  THIRTY-SIX  SUBSIDIZED  HOUSING  DEVELOPMENTS 

"WHAT  ARE  YOUR  MAJOR  PROBLEMS?" 

roblem  Number  of  Times  Mentioned    Major  Issues 

ash  flow  35  — Rent  regulation 

— Expenses  too  high    | 
— Management  fee  too  sml 

snants  17  — Hard  to  get  and  keep 

good  tenants 
— Don't  understand  or 
appreciate  what  Is  dee 
for  them 

Dvernment  agencies  6  — Rigid  and  unresponsi'i 

Dnstruction  defects  4 

andalism  2 

D  problems  1 

TABLE  V-2 
"WHAT  COSTS  ARE  RISING  THE  MOST  ABOVE  YOUR  ORIGINAL  EXPECTATIONS?" 

ost  Number  of  Times  Mentioned 

tllities  34 

aintenance  12 

nsurance  4 

axes  4 

egal  1 

ayroll  1 
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TABLE  V-3 


"WHAT  ARE  THE  CRITERIA  FOR  SELECTING  NEW  TENANTS?" 


Criterion 
Ability  to  pay 

References 

Personal  Judgment 
Specific  priorities 

Home  visit 
No  criteria 


Number  of  Times  Mentioned 


23 


17 

14 
12 


Major  Issue 

— Credit 
— Income 

— Landlord 
— Employer 


— Need 

— Position  on 

waiting  list 
— Racial  mix 


*   It  was  understood  from  the  context  that  HUD  tenant 
selection  regulations  on  income,  family  size,  etc.,  were  assumed 
to  be  applied  first. 


VI.   THE  ROLES  OF  PUBLIC  AGENCIES 
Introduction 

Although  the  primary  systematic  sources  of  data  for  this 
study  Involved  owners,  managers  and  tenants,  a  great  deal  of 
Information  was  generated  on  the  policies  and  actions  of  the 
local  and  federal  agencies  responsible  for  the  regulation  of 
subsidized  housing.   Any  one  of  these  agencies  could  well  be 
the  subject  of  an  entire  study,  such  as  that  conducted  for  HUD 
by  the  Task  Force  on  Improving  the  Operation  of  Federally 
Insured  or  Financed  Housing  Programs  (often  referred  to  as  the 
Carter  Burgess  Report).   Indeed,  this  chapter  Is  not  intended 
as  a  substitute  for  a  complete  analysis  of  the  policies  and 
practices  of  government  agencies.   Yet,  there  is  a  need  to 
examine  some  of  the  most  crucial  Issues  raised  by  the  roles  of 
HUD,  the  Boston  Housing  Authority,  and  the  Boston  Rent  Board, 
the  three  agencies  most  deeply  concerned  with  the  ongoing 
activities  of  completed  subsidized  housing  projects  in  Boston. 

The  hypothesis  of  this  chapter  is  that  continuing  confusion 
over  HUD's  role,  the  ever-shifting  sands  of  HUD's  constituencies, 
and  the  shortcomings  in  HUD's  performance  of  its  regulatory 
responsibilities  have  had  ramifications  for  project  finances, 
consumer  rights  of  tenants,  project  management,  and  local  govern- 
ment roles.   These  shortcomings  appear  at  first  glance  to  be 
caused  by  Insufficient  allocation  of  HUD  staff  resources  to  the 
regulatory  function.   It  will  be  demonstrated,  however,  that  a 
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deeper  reason  exists  for  the  difficulties  created  by  HUD's  per- 
formance on  behalf  of  operating  developments:   unclear  defini- 
tion of  HUD's  actual  constituency  within  the  groups  of  housing 
participants  affected  by  its  activities  —  developers,  managers, 
and  tenants.   The  consequences  of  HUD's  regulatory  performance 
are  traced  and  evaluation  is  made  of  the  probable  impact  of 
recent  policy  changes  by  HUD  and  the  City  of  Boston  on  the  future 
of  subsidized  housing. 

There  is,  of  course,  an   appropriate  role  for  each  of  the 
regulatory  agencies  discussed  in  this  chapter.   However,  sub- 
sidized housing  presents  a  unique  situation  differing  in  important 
respects  from  public  housing  and  the  conventional  private  housing 
market.   HUD  and  the  local  agencies  have  neither  succeeded  in 
defining  these  roles  adequately,  nor  in  coordinating  them 
effectively. 
The  Role  of  HUD 

Since  HUD's  activities  in  relation  to  completed  projects 
are  referred  to  generally  as  mortgage  servicing,  this  section 
begins  with  a  description  of  mortgage  servicing  requirements  as 
they  are  defined  by  HUD  and  then  examines  HUD's  past,  present 
and  future  performance  in  this  area.   This  is  followed  by  a 
brief  discussion  of  how  some  managers  have  responded  to  the 
limitations  of  HUD's  mortgage  servicing  capability,  sometimes 
with  actions  of  questionable  legality.   The  section  concludes 
with  an  analysis  of  the  issue  of  HUD's  role  in  securing  tenants' 
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rlghts,  an  issue  that  has  been  brought  Into  sharper  focus  by 
recent  events,  locally  and  elsewhere  in  the  nation,  and  which 
illustrates  the  problem  faced  by  HUD  in  defining  whose  interests 
it  should  be  serving. 

Issue  of  Mortgage  Servicing  and  Monitoring  of  Regulatory 
Agreement .   The  HUD  Area  Office  is  charged  with  the  responsibility 
of  servicing  mortgages  and  insuring  compliance  with  the  Regulatory 
Agreement.   The  major  functions  of  mortgage  servicing  include: 
(1)  receiving  and  analyzing  annual  project  financial  statements 
(FHA  2410),  (2)  making  annual  physical  inspections  of  all  projects, 
(3)  maintaining  continuous  knowledge  of  all  aspects  of  project 
operation  and  thus  being  able  to  take  preventive  measures  to 
head  off  defaults  before  they  occur,  (4)  processing  rent  increase 
requests,  (5)  curing  mortgage  defaults  and  (6)  processing  requests 
for  mortgage  modification.   In  addition,  a  good  deal  of  time  is 
spent  handling  individual  tenant  complaints. 

On  the  basis  of  interviews  with  staff  at  the  HUD  Area  Office, 
it  was  found  that  these  functions  were  handled  during  the  past 
five  years  by  a  series  of  de  facto  arrangements  within  the 
Mortgage  Servicing  and  Property  Disposition  Section.   For  two 


1.    Annual  Financial  Reporting  and  Analysis  Handbook  (FHA  4370.1) 
and  Project  Mortgage  Servicing  Handbook  (FHA  4350.1).   The 
official  attitude  of  HUD  toward  its  responsibilities  are  summed 
up  in  FHA  4350.1,  Chapter  5,  Section  1,  paragraph  1(b):  "Effective 
project  mortgage  servicing  depends  largely  on  the  alertness  of 
Area  Office  insuring    personnel  to  recognize  adverse  conditions, 
develop  possible  cures,  and  elicit  the  cooperation  of  the  mort- 
gagor and  mortgagee  in  taking  corrective  action." 
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years  the  position  of  mortgage  servicing  specialist  was  vacant, 
with  responsibility  for  Its  work  shared  by  a  single  multi- 
family  realty  specialist  and  the  Director  of  Housing  Services 
and  Property  Management.   In  1970  one  person  was  hired  to  be 
responsible  for  servicing  all  multi-family  projects  under  the 
Area  Office  —  some  150  developments.   During  the  next  two  years 
the  number  of  developments  increased  to  over  300,  and  rent  in- 
crease requests  were  being  delayed  by  a  nine-month  backlog. 
The  Area  Office  was  averaging  30  defaults  per  month,  partially 
because  of  this  backlog  in  mortgage  servicing. 

Because  of  its  serious  understaf f Ing,  the  Area  Office  was 
unable  to  anticipate  and  solve  problems  of  mortgage  servicing  in 
their  early  stages.   Annual  financial  statements  were  not  analyzed, 

despite  the  fact  that  HUD's  prescribed  analysis  of  them  would  have  i 

2 
allowed  many  warning  signals  to  be  detected.    Statements  examined 

in  the  course  of  this  study  contained  numerous  errors,  ranging 

from  Inconsistencies  as  between  accrual  and  cash  accounting, 

arithmetic  mistakes.  Improper  allocation  of  expenses  to  particular 

lines,  unexplained  large  "miscellaneous"  items,  and,  occasionally,  | 

gross  rents  in  excess  of  the  HUD-allowed  maximum.   Annual  physical 

Inspections  have  been  virtually  ignored,  and  HUD  officials  openly  ^ 

maintained  that  they  have  no  systematic  way  of  knowing  If  a  develop 

ment  is  having  problems,  usually  relying  on  a  default  notice  from 

the  mortgagee  as  the  major  signal. 


2.    In  fact,  the  Area  Office  does  not  even  record  which  projects 
have  submitted  annual  statements,  and  this  study  found  that  many 
are  submitted  up  to  6  months  late. 
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The  backlog  In  processing  rent  Increase  requests  was  one 
factor  contributing  to  the  deficits  of  many  projects  and  their 
resulting  defaults.   These  defaults,  in  turn,  put  even  greater 
pressure  on  the  mortgage  servicing  staff,  since  defaults  required 
complicated  series  of  procedures  to  be  taken,  often  resulting  in 
mortgage  modification.   Projects  with  mortgage  modifications  must 
submit  monthly  accounting  reports  to  HUD,  and  the  Area  Office  has 
always  considered  the  examination  of  these  to  be  of  top  priority. 

Another  result  of  HUD's  failure  to  allocate  sufficient  staff 
to  the  mortgage  servicing  function  is  that  granted  rent  Increases 
based  on  9-month  old  requests  are  already  at  least  one  year  out 
of  date.   Thus  permissible  rents  have  been  systematically  lower 
than  actual  expenses  and  obligations,  except  in  projects  with 

extraordinarily  stable  expenses  or  with  enough  commercial  income 

3 
to  offset  losses  Incurred  on  housing  income. 

Finally,  a  number  of  specific  criteria  used  by  HUD  to  de- 
termine allowable  rents  were  systematically  biased  against  fiscal 

solvency.   Despite  provisions  in  the  Project  Mortgage  Servicing 

4 
Handbook  ,  the  Area  Office  did  not  allow  documentable  cost  increases 

incurred  since  the  closing  date  of  the  last  annual  statement  to  be 

included  in  rent  increases.   Some  of  these  expenses  include  utility 


3.  HUD  sets  minimum  rents  on  commercial  space. 

4.  FHA  4350.1,  Chapter  4,  Section  3  (Rev.  4/73) 
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5 
rates  and  tax  bills.    When  debt  service  level  payments  are  in- 
creased over  the  original  value  following  a  mortgage  modification, 
no  allowance  is  made  for  this  fact.   As  a  result,  authorized  rent 
increases  have  covered  only  a  portion  of  past  expense  increases, 
and  most  projects  have  been  unable  to  wipe  out  initial  operating 
cost  deficits. 

Early  in  1973  the  mortgage  servicing  staff  at  the  HUD  Area 
Office  was  increased  to  a  total  of  seven  full-time  people.   Because 
none  of  these  has  had  previous  training  in  mortgage  servicing, 
HUD  is  carrying  out  a  program  of  on-the- job-training  and  the  staff 
has  eliminated  the  backlog  in  processing  of  requests  for  rent 
increases.   Recent  HUD  directives  stress  the  goal  of  acting  on  a 
rent  increase  request  within  30  days  of  receipt.    Moreover, 
mortgage  servicing  personnel  have  pointed  out  that  recent  direc- 
tives emphasize  that  their  first  order  of  business  is  to  insure 
that  HUD-allowed  rents  are  adequate  to  cover  all  operating  expenses, 
even  if  that  means  putting  the  resulting  rents  out  of  reach  of 
present  occupants.   These  mortgage  servicing  personnel  do  not  see 
themselves  as  responsible  for  evaluating  the  impact  of  these  rents 
on  tenants  or  tenant-management  relations.   Although  other  depart- 
ments at  HUD  might  step  in  to  raise  these  issues  in  specific  cases j 


5.  Because  the  effective  property  tax  of  Boston  projects  is  based 
on  a  percentage  of  gross  rent,  a  rent  increase  will  raise  taxes. 
This  fact,  however,  is  not  taken  into  account  by  HUD  and  as  a  re- 
sult, 15  to  17  percent  of  any  increase  is  unavailable  for  other 
expenses . 

6.  FHA  4200.13  (5/7/71). 
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systematic  consideration  Is  not  given  to  such  factors  as  manage- 
ment quality  or  efficiency,  or  tenants'  objections.   As  Individuals, 
mortgage  servicing  personnel  appear  to  welcome  HUD's  narrow 
definition  of  their  responsibilities,  since  it  removes  them  from 
the  controversies  of  management-tenant  disputes.   However,  these 
disputes  are  real  and  are  simply  played  out  in  other  arenas,  such 
as  those  provided  by  the  Boston  Rent  Board,  the  Boston  Housing 
Authority  or  the  federal  court  system,  as  discussed  below. 

The  combination  of  expanded  staff  and  training  resources,  such 
as  those  available  at  the  National  Center  for  Housing  Management, 
raises  the  promise  that  HUD  mortgage  servicing  personnel  could 
acquire  the  time  and  ability  to  initiate  a  comprehensive  evaluation 
of  management  quality.   Most  likely,  thl£  evaluation  capability 
would  begin  with  the  resumption  of  annual  physical  inspections 
and  the  use  of  analyses,  long  prescribed  by  HUD  but  only  recently 

Implemented,  to  show  each  project's  cash  flow  and  financial  position 

7 
over  time  and  in  relation  to  other  developments.    Yet,  it  is 

probably  realistic  to  conclude  that  an  active  program  of  management 
evaluation  and  technical  assistance  will  not  be  Instituted  unless 
explicit  commitment  to  such  a  policy  comes  from  the  HUD  leadership. 

On  the  other  hand,  the  progress  effected  by  recent  commit- 
ments to  mortgage  servicing  needs  of  multi-family  developments  Is 


7.    FHA  Forms  2558  and  2558B  (Rev.  3/63)  provide  a  project  Income 
and  expense  analysis  similar  to  that  used  in  this  study.   HUD  is 
now  undertaking  this  analysis,  which  had  been  neglected  In  the  past 
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likely  to  be  halted  by  adding  the  responsibility  for  management 
of  other  HUD-insured  loans  to  the  existing  staff.   HUD  is  con- 
sidering adding  to  the  multi-family  responsibilities  of  the 
mortgage  servicing  staff  the  duties  of  servicing  mortgages  under 
the  programs  of  Section  312  and  Title  I  rehabilitation  and  home 
improvement  loans,  single  family  mortgages,  elderly  housing, 
nursing  homes  and  college  housing.   Already,  each  mortgage 
servicing  person  must  handle  approximately  50  multi-family  pro- 
jects, and  judging  from  recent  progress  made  in  reducing  backlogs, 
this  is  at  least  a  reasonable  workload.   Yet,  as  pointed  out  above, 
more  could  be  done  in  the  multi-family  programs  and  assigning  new 
program  responsibilities  to  a  staff  unfamiliar  with  their  parti- 
cular needs  is  likely  to  hurt  both  the  multi-family  projects  as 
well  as  the  other  loans.   HUD  could  easily  find  itself  back  in 
the  situation  it  has  recently  corrected  if  it  is  not  willing  to 
allocate  sufficient  staff  resources  to  the  servicing  of  all  mort- 
gages Insured  by  it. 

Some  managers,  knowing  that  HUD  would  be  unable  to  respond 
to  their  legitimate  needs  for  rents  to  meet  expenses,  have  entered 
into  a  kind  of  gamesmanship  In  order  to  achieve  by  other  means 
what  could  not  be  obtained  by  "playing  it  straight".   While  this 
practice  has  not  been  widespread  or  typical,  it  indicates  that 
when  a  system  is  structured  to  create  incentives  to  cheat,  some 
people  will  inevitably  take  advantage  of  it.   In  such  an  atmosphere. 
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HUD's  efforts  to  tighten  Its  regulatory  role  are  likely  to  be 
met  with  scepticism  unless  HUD  can  demonstrate  the  capability  to 
act  fairly  and  to  discipline  those  who  violate  the  Regulatory 
Agreement. 

One  manager  who  was  unable  to  secure  a  rent  increase  which 
he  felt  was  necessary  began  charging  new  tenants  rents  higher 
than  the  HUD-allowed  maximum.   As  a  result,  his  annual  audited 
statement  actually  showed  a  gross  income  in  excess  of  the  maximum 
allowed,  but  HUD  failed  to  notice  this  since  no  analysis  was  being 
performed  at  the  time.   When  the  study  staff  questioned  the  sponsor 
on  this  point,  he  admitted  to  the  practice.   In  another  case,  a 
sponsor  was  experiencing  administrative  expenses  higher  than  those 
considered  reasonable  by  HUD.   He  was  also  fighting  the  Boston 
Housing  Authority  to  obtain  payment  of  a  recent  rent  increase 
which  was  refused  by  the  BHA  on  leased  housing  units.   To  cover  his 
expenses,  he  charged  to  the  project  budget  $30,000  in  legal  fees 
for  that  year,  explaining  in  the  Interview  that  most  of  that  amount 
was  intended  to  cover  administrative  costs. 

Although  the  actual  cost  per  unit  involved  in  these  examples 
is  small,  it  is  clear  that  it  has  been  possible  for  some  sponsors 
to  go  their  own  way  in  attempts  to  secure  by  illegitimate  means 
what  they  consider  to  be  reasonable  needs.   It  is  difficult  to 
know  to  what  degree  these  illegal  practices  are  taking  place:   HUD 
audits  have  identified  similar  violations  in  the  past,  but  rather 
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than  rely  on  such  occasional  post-auditing,  it  would  be  better 
to  remove  the  incentive  to  cheat  by  allowing  rents  to  cover  all 
legitimate  expenses.   As  noted  above,  HUD  has  eliminated  delays 
in  responding  to  rent  increase  requests;  along  with  this,  the 
development  of  an  ongoing  ability  to  evaluate  operating  statements 
critically  will  help  to  create  an  atmosphere  of  fairness. 

Tenants  have  reacted  strongly  to  what  they  have  perceived 
as  deficiencies  in  HUD's  performance  of  its  regulatory  role. 
Disputes  have  arisen  over  regulation  of  sponsor's  activities 
(such  as  leases  and  additional  charges  for  non-optional  services) 
and  over  rent  increases.   Ironically,  HUD's  recently  improved  per- 
formance in  responding  to  rent  increase  requests  is  likely  to 
increase  tenant  opposition:   rent  increases  approved  by  HUD  within 
the  last  few  months  since  mid-1973  have  been  as  high  as  $40/unlt/ 
month. 

Safeguarding  Tenant  Interests.   In  the  Boston  area,  tenant  organi- 
zations in  subsidized  housing  developments  have  charged  that  HUD 
fails  to  enforce  its  own  rules  with  sponsors.   Some  examples  which 
have  been  cited  by  tenant  groups  are:   failure  of  HUD  to  classify 
construction  defects  as  the  contractor's  responsibility  (resulting 
in  repair  costs  being  charged  to  maintenance  budgets);  approval 
of  leases  in  violation  of  state  law;  non-refundable  application 
fees;  charges  for  non-optional  services  (air  conditioners  in  one 
case).   The  main  thrust  of  these  complaints  is  that  HUD-allowed 
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practlces  have  an  Impact  either  on  the  rent  or  on  the  values 
received  in  exchange  for  the  rent,  and  that  HUD  has  no  mechanism 
for  tenants  to  be  involved  in  the  decision  as  to  whether  the 
existing  or  proposed  rent  is  fair. 

As  a  result  of  the  absence  of  HUD  regulations  defining  tenants' 
role  in  evaluating  management  performance  and  rent  levels,  the 
federal  court  system  has  become  involved  in  establishing  criteria 
for  tenant  participation  in  specific  instances.   The  procedure 
used  by  the  courts  has  been  first  to  determine  whether  a  given 
benefit  provided  by  subsidized  housing  (such  as  particular  rent 
level,  the  right  to  retain  occupancy  or  the  right  to  be  admitted 
to  occupancy)  is  a  "property"  or  "liberty"  interest  within  the 
meaning  of  the  due  process  clause  of  the  Constitution.   If  the 
interest  qualifies  as  a  property  right,  then  several  other  interests 
must  be  balanced  by  the  court  to  determine  what  procedure  is  re- 

Q 

quired  to  protect  the  tenant's  interest. 

This  so-called  Goldberg"balancing"  principle  weighs  the  private 
tenant's  interest  in  avoiding  the  Interruption  of  benefits,  and 
the  government  interest  in  not  terminating  the  benefits  erroneously, 
against  the  government's  interest  in  successful  operation  of  the 
program.   For  example,  courts  have  generally  held  that  the  tenants' 

Interest  in  not  having  their  rents  increased  in  subsidized  housing 

9 
is  constitutionally  protected  "property".    The  courts  then  have 


8.    Goldberg  v.  Kelly,  39  U.S.  254  (1970). 

3.         Note  "Procedural  Due  Process  in  Government  Subsidized  Housing", 
Harvard  Law  Review,  86:880,  1973- 
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welghed  this  interest  against  the  government's  interest  In 
attracting  private  participation  in  subsidized  housing  programs 
and  the  government's  further  interest  in  demonstrating  the  fair- 
ness of  its  procedures  to  tenants.   The  notion  of  a  prior  oral 
adversary  hearing  in  which  tenants  could  cross-examine  witnesses 
and  have  a  decision  based  on  a  formal  record  has  been  rejected, 
but  the  need  for  some  procedure  has  been  recognized,  with  a  con- 
stitutionally acceptable  procedure  spelled  out  in  one  notable 
case,  Geneva  Towers  Tenants  Organization  v.  Federated  Mortgage 
Investors.    The  Geneva  Towers  decision  held  that  due  process 
required  that  tenants  be  given  notice  of  a  rent  increase  request 
to  HUD,  including  a  brief  description  of  the  reasons  for  the 
request  (and  including  details  from  the  landlord  if  so  requested 
by  tenants),  an  opportunity  to  make  written  objections,  and  a 
statement  of  HUD's  reasons  for  approving  the  request. 

In  the  long  run  this  procedure,  or  any  procedure  likely  to 
emerge  from  the  consideration  of  minimal  constitutional  protections, 
depends  for  its  fairness  on  HUD's  ability  and  willingness  to  con- 
sider openly  the  material  submitted  by  the  tenants.   The  require- 
ment of  a  written  statement  of  HUD's  reasons  for  its  decision 
should  be  a  disciplining  factor.   The  weakness  in  this  approach. 


10.  Hahn  v.  Gottlieb,  430  F.2d  1243  (1st  Clr.  1970). 

11.  Geneva  Towers  Tenants  Organization  v.  Federated  Mortgage 
Investors,  No.  G-70  104  SAW  (N.D.  Gal.,  January  3,  1972),  summarized 
in  2  GCH  Pov.  L.  Rep. 
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however,  is  that  although  the  basic  Interests  have  been  weighed 
In  establishing  an  acceptable  procedure.  In  any  given  case  there 
Is  still  no  active  participation  by  a  representative  of  the 
tenants'  Interest. 

The  principal  conclusion  of  this  section  analyzing  the  Impacts 
on  subsidized  housing  of  HUD's  role  Is:   although  new  HUD  policies 
to  relieve  fiscal  pressures  on  housing  developments  and  recent 
actions  to  strengthen  HUD's  regulatory  capability  are  Important 
for  Improving  the  viability  of  subsidized  housing  in  the  Boston 
area,  more  significant  for  the  long  run  is  the  fact  that  HUD  give 
the  subsidized  housing  tenant-management  constituency  attention 
at  least  equal  to  that  of  the  developer-sponsor  constituency. 
Illustrative  of  HUD  deeds  which  would  provide  convincing  evidence 
of  a  more  balanced  concern  for  subsidized  housing  consumers,  for 
example,  would  be  (1)  procedural  implementation  of  the  Geneva 
Towers  decision;  (2)  more  effective  utilization  of  the  construction 
warranty  period  by  HUD  in  which  management  and  tenants  would  be 
given  every  opportunity  to  participate  fully  in  evaluation  and 
decision-making  processes  designed  to  correct  construction  de- 
ficiencies. 

While  HUD  has  generally  skirted  the  issue  of  tenant  partici- 
pation in  rent  increase  and  management  performance  questions,  and 
while  the  courts  have  been  considering  Individual  suits  brought 
to  them,  other  government  agencies  have  become  involved  in  the 
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growlng  Issue  of  regulating  the  conflicting  interests  represented 
in  subsidized  housing  developments.   In  the  following  two  sections, 
the  actions  of  the  Boston  Rent  Board  and  the  Boston  Housing 
Authority  are  briefly  examined  within  the  perspective  of  the 
issues  raised  above. 
The  Role  of  the  Boston  Rent  Board 

A  chronology  of  the  Involvement  of  the  Boston  Rent  Board  will 
be  traced  in  this  section  to  document  its  increasingly  significant 
decision-making  power  in  subsidized  housing  developments,  and  to 
Indicate  how  the  resolution  of  jurisdictional  disputes  has  been 
delayed  by  the  absence  of  a  policy  within  HUD  providing  for  the 
representation  of  tenant  Interests  in  the  decisions  and  operations 
of  subsidized  housing.   The  Boston  Rent  Board's  participation  — 
regulating  rents  and  evictions  —  is  a  role  which  many  observers 
feel  should  be  ultimately  reserved  to  HUD  and  the  courts.   Although 
the  creation  and  continuation  of  the  Rent  Board's  jurisdiction 
over  subsidized  housing  have  resulted  primarily  from  prevailing 
political  sentiment  favoring  rent  control  in  Boston,  in  practice 
the  Rent  Board  has  given  subsidized  housing  tenants  a  forum  not 
available  within  HUD's  administrative  processes  for  the  adjudica- 
tion of  grievances  Involving  sponsors  and  managers. 

A  dispute  over  the  Rent  Board's  jurisdiction  in  subsidized 
housing  has  been  before  the  courts  for  some  time.   One  factor  pro- 
longing the  resolution  of  the  issue  has  been  HUD's  unwillingness 
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to  take  a  definite  position  In  suits  between  the  Rent  Board  and 
private  developers.   Meanwhile,  although  the  Rent  Board  is  being 
seen  in  many  quarters  as  yet  another  layer  of  time-consuming 
bureaucracy  In  an  already  complicated  subsidized  housing  system, 
the  benefits  and  drawbacks  of  Board  Involvement  must  be  weighed 
against  the  background  of  HDD's  own  Involvement  to  date. 

Rent  control  has  been  affecting  subsidized  housing  in  Boston 
under  two  regulatory  phases.   During  the  first  phase,  subsidized 
housing  was  treated  in  the  same  manner  as  all  other  housing 
controlled  under  Chapter  11,  Ordinances  of  1970  (as  authorized 
by  Chapter  863  of  the  Acts  of  1970).   In  December,  1972,  Boston 
accepted  the  local  option  uniform  rent  control  law  established 
by  state  enabling  legislation  in  1970.   Since  that  law  excludes 
subsidized  housing  from  the  jurisdiction  of  the  local  rent  control 
agency,  Boston  continued  municipal  rent  control  over  this  housing 
sector  by  adopting  Chapter  19,  Ordinances  of  1972  (as  authorized 
by  Chapter  863  of  the  Acts  of  1970).   This  was  similar  to  the 
original  rent  control  ordinance  of  1970,  but  applied  to  subsidized 
housing  only. 

In  its  first  phase,  the  rent  control  ordinance  covered  sub- 
sidized housing  occupied  before  December,  1970.   The  ordinance 
regulated  rent  Increases  after  their  approval  by  HUD  on  a  complaint 
basis,  and  required  landlords  to  have  evictions  approved  by  the 
Rent  Board.   Both  rent  Increase  and  eviction  procedures  provided 
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for  hearings  Involving  tenants.   Under  the  second  phase,  an 
additional  provision  required  that  all  subsidized  housing  covered 
by  the  law  (about  17,000  units  in  110  developments)  had  to  be 
registered  with  the  Board.   This  requirement  has  imposed  consider- 
able administrative  burdens  on  both  housing  managers  and  Rent  Board 
staff.   The  large  number  of  units  affected  by  the  ordinance  re- 
sulted from  a  change  in  the  date  determining  jurisdiction  --  all 
units  completed  after  January  1,  1973  were  covered  by  the  new 
ordinance . 

Two  important  suits  have  been  brought  against  the  Boston  Rent 

Board  because  of  its  decisions  to  deny  or  limit   HUD-approved  rent 

12 
increases  m  subsidized  housing  developments.     At  issue  in  each 

case  is  whether  local  rent  control  interferes  unconstitutionally 

with  the  requirements  of  federal  law  establishing  and  implementing 

the  subsidy  programs.   These  cases  have  been  in  litigation  for 

over  two  years,  and  have  shifted  several  times  between  the  federal 

and  state  courts.   During  this  litigation,  many  tenants  have 

legally  refused  to  pay  rent  increases  disallowed  by  the  Rent  Board; 

in  one  case,  there  is  no  escrow  available  to  cover  the  disputed 

rents,  raising  the  practical  possibility  that  a  decision  favorable 

to  the  developer  will  not  necessarily  mean  that  the  increased  rents 

can  actually  be  collected. 

One  reason  for  the  failure  of  the  courts  to  reach  a  decision 


12.   Kargman  v.  Sullivan,  and  Druker  v.  Sullivan. 
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has  been  the  unwillingness  of  responsible  HUD  officials  to  state 
the  government's  position  on  the  issue.   In  September,  1971 > 
the  U.S.  Attorney  notified  the  court  that  HUD  was  considering 
intervening  in  the  case  of  Druker  v.  Sullivan,  and  was  given  two 
weeks  to  make  a  decision.   HUD  did  not  actually  make  a  formal 
proposal  to  intervene  until  May,  1973,  when  it  officially  became 
a  plaintiff  in  support  of  the  developer.   However,  HUD  has  refused 
to  take  a  stand  in  Kargraan  v.  Sullivan,  and  ironically,  has  also 

refused  to  become  involved  in  the  one  case  in  which  a  decision  on 

13 
the  merits  of  the  constitutional  issue  is  imminent.     This  third 

case  involves  a  federally-insured  unsubsidized  mortgage  which 

came  under  the  jurisdiction  of  the  Boston  Rent  Board  when  the  new 

ordinance  became  effective  in  January,  1973- 

In  explaining  the  Rent  Board's  policy  of  retaining  jurisdiction 

over  subsidized  developments,  its  Executive  Director  has  cited 

both  the  explicit  language  in  the  ordinances  and  what  he  called 

HUD's  uncritical  approval  of  rent  increases  and  failure  to  provide 

a  mechanism  for  hearing  tenants'  opinions.     Examples  given  to 

support  the  Rent  Board's  position  include:   (1)  HUD  actions  forcing 

the  costs  of  latent  defects  to  be  passed  on  to  operating  budgets 

(and  thus  used  to  justify  rent  increases)  when  HUD  could  have  taken 


13-   Charles  River  Park  A  v.  Brown.   Under  the  old  ordinance  rents 
above  a  certain  level  were  not  controlled.   This  ceased  to  apply 
to  Charles  River  Park  A  after  January  1,  1973- 

14.   Interview  with  John  Grace,  November  2,  1972. 
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an  active  role  in  recovering  damages  from  the  contractor;  and 
(2)  management  practices  generating  profits  but  not  considered 
by  HUD  in  its  consideration  of  rent  increase  applications  (since 
the  profits  went  to  a  management  firm  owned  by  the  sponsor  and     j 
not  directly  to  the  development  itself).  '\ 

The  Executive  Director  concedes  that  the  Rent  Board  would 
be  willing  to  surrender  its  jurisdiction  to  HUD  if  the  Board  were 
satisfied  that  tenant  interests  were  adequately  represented  in 
the  review  process  for  rent  increases.   To  date,  HUD  has  not  in- 
dicated that  it  is  willing  to  establish  such  procedures,  and  this 
has  been  one  of  the  reasons  for  the  courts'  delays  in  settling 
the  issue.   Meanwhile,  local  rent  control  continues  in  effect 
and  intergovernmental  duplication  adversely  affects  the  operation 
of  housing  subsidy  programs  in  Boston.  t,, 

HUD  has  recently  caught  up  with  the  backlog  in  rent  increase 
requests,  and  it  is  likely  that  tenants  in  more  developments  will 
appeal  to  the  Boston  Rent  Board  to  deny  or  limit  these  increases. 
Based  on  cash-flow  evidence  alone,  the  results  of  the  present 
study  indicate  that  these  rent  increases  will  be  generally  justi- 
fiable.  The  Rent  Board  may  find  itself  in  the  position  of  holding 
up  some  rent  increases  in  its  continuing  effort  to  siphon  off 
funds  from  profits  presumed  to  have  been  generated  during  the 
development  phase.   Unfortunately,  however,  this  practice  of  the 
Rent  Board  might  more  likely  succeed  if  the  effort  had  the  supporti^ 
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influence  of  HUD  behind  it,  since  the  disputes  involve  principals 

over  which  HUD,  not  the  Rent  Board,  has  considerable  leverage. 

The  Boston  Housing  Authority  (BHA):   Responsibilities  in  Leased 
Housing 

Under  the  federally-assisted  Leased  Housing  Program,  the 
Boston  Housing  Authority  distributes  supplementary  federal  subsidies 
to  Boston's  subsidized  housing  developments  which  enable  families 
eligible  for  public  housing  to  occupy  privately-owned  units  they 
could  not  otherwise  afford.   The  leased  housing  program  has  be- 
come an  important  tool  for  encouraging  subsidized  housing  to  be 
available  to  low-income  families  residing  in  the  areas  generally 
chosen  for  subsidized  developments. 

Administration  of  the  leased  housing  program  by  the  Boston 
Housing  Authority  has  Introduced  another  set  of  regulatory  require- 
ments affecting  owners,  managers  and  tenants  of  subsidized  housing. 

Apart  from  purely  administrative  regulations,  which  In  themselves 

15 
are  not  insignificant   ,  four  Issues  have  been  identified  by  this 

study  as  materially  complicating  the  process  of  managing  subsidized 

housing  developments:   (1)  certification  of  units  for  initial 

occupancy,  (2)  maintenance,  (3)  tenant  selection,  and  (4)  evictions. 

The  first  two  problems  grow  out  of  the  BHA ' s  dissatisfaction  with 

HUD's  performance  in  these  areas,  a  situation  paralleling  that 

discussed  above  in  the  case  of  the  Boston  Rent  Board.   The  issues 


15.   See  Elving,  Public  Subsidies  and  Private  Managers , op . clt . , 
pp.  58-71. 
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of  tenant  selection  and  eviction  are  primarily  local  ones  and 
are  noted  here  because  they  illustrate  that  attempts  to  address 
the  question  of  tenants'  rights  have  been  exacerbated  by  a  lack 
of  clarity  even  among  local  agencies  as  to  who  should  assume 
responsibility  for  tenant  interests. 

The  problems  created  by  BHA ' s  involvement  in  the  initial 
certification  of  leased  units  and  the  monitoring  of  continuing 
maintenance  have  been  aggravated  by  an  inadequate  flow  of  leased 
housing  subsidies  from  HUD  to  the  BHA  and  by  frequent  turnover 
in  the  administrative  leadership  of  the  Leased  Housing  Department 
at  the  BHA.   A  number  of  developments  are  currently  in  default 
as  a  result  of  cash  flow  problems  caused  by  delays  in  implementing! 
rent  increases  for  leased  housing  units.   This  section  documents 
the  above-mentioned  problems,  which  have  been  observed  to  affect 
a  large  number  of  subsidized  developments,  through  an  analysis 
of  brief  case  histories. 

Initial  Certification  for  Occupancy.   In  several  developments 
initial  occupancy  by  leased  housing  tenants  was  held  up  by  BHA 
refusal  to  approve  the  quality  of  the  units.   Since  a  large  pro- 
portion of  subsidized  units  are  covered  by  leased  housing  arrange 
ments,  this  has  meant  serious  delays  in  generating  substantial 
initial  income  for  the  project  following  its  final  endorsement. 
These  delays  have  often  been  further  prolonged  in  urban  renewal 
areas  by  the  requirement  that  the  Boston  Redevelopment  Authority 
must  also  approve  units  prior  to  occupancy.   Both  local  agencies 
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considered  their  Intervention  as  of  paramount  importance  because 
(although  HUD  had  already  given  its  approval  for  occupancy)  defects 
existed  in  construction  quality  which  could  affect  the  safety  or 
health  of  tenants.   The  specific  defects  included  leaking  roofs, 
gaps  in  doors  and  windows  large  enough  for  insects  and  rodents 
to  pass  through,  and  non-functioning  elevators  in  a  high-rise 
building. 

Once  a  tenant  moves  into  a  new  apartment  with  serious  defects, 
amelioration  of  the  problem  becomes  more  difficult,  and  landlord- 
tenant  relations  are  severely  disrupted.   Past  experience  has  led 
the  BHA  and  BRA  to  be  extremely  cautious  in  their  occupancy 
approvals,  even  when  this  has  meant  delays  of  up  to  six  months 
in  rent-up,  with  resulting  curtailment  of  the  development's  cash 
flow.   Interviews  with  responsible  bureaucrats  indicated  that 
neither  BHA  nor  BRA  personnel  were  willing  to  accept  each  other's 
assurances  that  the  units  met  agency  standards. 

This  experience  indicates  the  futility  of  resolving  the 
problem  of  HUD's  inadequate  review  by  adding  extra  layers  of  local 
bureaucracy.   If  local  agencies  are  acting  as  advocates  for  the 
tenants'  interests,  that  function  might  be  more  effectively 
carried  out  if  these  agencies  agreed  to  apply  a  common  set  of 
standards,  coordinated  their  inspections  with  one  another  and 
with  HUD,  and  took  an  active  role  in  pressing  HUD  to  insure 
prompt  collection  of  construction  guarantees.   Tenants  might  be 
permitted  to  move  into  units  with  minor  problems  if  they  were 
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also  given  a  formal  opportunity  to  review  their  apartments  with 
a  punch-list. 

Maintenance.  The  BHA  checks  the  maintenance  of  apartments  when- 
ever new  tenants  move  in  and  prior  to  the  approval  of  rent  in- 
creases. These  inspections  are  designed  to  assure  new  tenants 
that  the  dwellings  conform  with  the  State  Sanitary  Code  and  to 
satisfy  the  BHA  that  HUD-approved  rent  increases  are  justified 
by  the  condition  of  the  apartments. 

Managers  complain  that  requests  for  rent  Increases  have 
been  held  up  because  of  Sanitary  Code  violations  caused  by  leased 
housing  tenants.   However,  since  the  BHA  is  technically  the  tenant 
and  the  occupant  is  legally  subletting  the  apartment,  resident- 
generated  damage  should  be  charged  directly  to  the  BHA,  leaving 
that  agency  and  the  occupant  to  settle  the  question  of  final  re- 
sponsibility.  Yet  practical  application  of  this  principle  has 
proven  difficult  for  most  managers. 

BHA ' s  reluctance  to  approve  rent  increases  because  of  code 
violations  has  often  been  stimulated  by  HUD's  failure  to  authorize 
adequate  funds  to  pay  for  the  rent  increases  it  has  approved. 
Thus,  one  branch  of  HUD  tells  BHA  to  pay  the  increase  while  another 
makes  it  difficult  for  BHA  to  comply. 

If  there  were  a  mechanism  within  HUD  for  tenant  review  of 
petitions  for  rent  increases,  and  if  HUD  allocated  sufficient 


16.   This  practice  is  currently  used  by  several  managers  in  the 
Boston  area. 
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funds  to  cover  Its  commltinents,  BHA  review  of  apartment  maintenance 
might  be  considered  an  unnecessary  effort  to  guarantee  good  manage- 
ment.  There  Is  still  some  need,  however,  to  clarify  the  practical 
Interpretation  of  responsibility  for  damages  In  the  three-party 
arrangement  used  under  the  leased  housing  program. 
Tenant  Selection  and  Eviction.   Tenant  selection  and  eviction 
are  Issues  which  result  from  differing  Interpretations  as  to  who 
deals  with  a  leased  housing  tenant  —  the  manager  or  the  BHA  — 
and  who  should  guarantee  the  tenant's  right  to  occupy  a  unit,  the 
BHA  or  the  courts. 

The  BHA  has  taken  the  basic  position  that,  as  the  primary 
tenant.  It  has  the  responsibility  for  choosing  the  tenant  to  whom 
It  sublets  the  apartment.   Under  a  recently-revised  arrangement, 
however.  It  has  permitted  managers  to  select  one  of  a  group  of 
applicants    chosen  by  BHA,  with  the  provision  that  BHA  will  not 
guarantee  reimbursement  for  vacancies  attributable  to  management 
selection. 

Tenant  selection  is  an  important  issue  for  many  managers, 
since  families  differ  considerably  in  the  housing  services  they 
require.   The  removal  of  control  over  tenant  selection  from 
managers  because  of  leased  housing  takes  on  increased  Importance 
since  the  BHA  has  assumed  control  over  evictions.   Thus,  managers 
indicated  in  interviews  that  they  would  not  object  to  having  the 
BHA  select  tenants  if  it  also  assumed  prompt  responsibility  for 
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all  of  the  consequences.  Including  arrearages  in  the  tenant's 
portion  of  the  rent  and  physical  damage  to  the  apartment.   This 
does  not  imply  that  vandalism  and  late  payment  characterize  all 
leased  housing  tenants,  only  that  when  they  occur  within  such 
an  arrangement,  managers  have  little  recourse  to  traditional 
remedies  directly  against  the  tenant.   One  result  of  the  BHA's 
eviction  policy  has  been  that  when  evictions  do  occur,  they  take 
place  after  a  protracted  struggle  during  which  many  months'  rent 
have  been  at  least  temporarily  lost. 

At  one  point,  BHA  followed  a  policy  of  limiting  evictions 
for  non-payment,  because  the  so-called  Brooke  Amendment,  limiting 
tenants'  rent  to  25  percent  of  their  income,  was  not  being  enforced. 
Thus,  once  again,  a  local  agency  was  trying  to  compensate  for 
short-comings  in  the  administration  of  federal  programs.   But  the 
primary  concern  behind  the  BHA's  actions  to  protect  tenants  from 

evictions  arose  from  the  perception  that  the  district  court  system 

17 
was  not  adequately  serving  tenants'  interests. 

The  BHA  defined  its  responsibility  as  Intervening  prior  to 

eviction  proceedings  in  court  to  prevent  evictions  it  considered 

to  be  unjustified.   The  recently  established  Housing  Court  in  the 

City  of  Boston  offers  the  possibility  that  a  forum  now  exists 

which  is  seen  as  fair  by  managers  and  tenants  alike,  thereby 

allowing  the  BHA  to  relinquish  one  layer  of  red  tape  tied  to  the 

leased  housing  program. 


17.   Interviews  with  Lucia  Hicks,  formerly  Director  of  Leased 
Housing,  Boston  Housing  Authority,  June  5,  1973. 
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The  Leased  Housing  Department  of  the  BHA  has  changed 
directors  approximately  once  a  year  over  a  four-year  period  and 
at  one  point  was  actually  run  by  a  committee.   The  program  has 
been  marked  by  frequent  policy  changes  which  have  confused  and 
alienated  subsidized  housing  managers. 

The  Boston  Housing  Authority  Itself  has  been  the  focus  of 
considerable  policy-level  attention  in  recent  years.   At  the 
present  time  it  is  generally  regarded  as  highly  responsive  to  the 
policies  of  the  Mayor  of  Boston,  and  its  policies  are  under  inten- 
sive review  by  a  new  administrative  team.   The  present  situation 
offers  an  opportunity  for  rationalization  and  stabilization  of 
its  policies,  as  well  as  Improved  coordination  of  these  policies 
with  other  City  agencies  such  as  the  Boston  Redevelopment  Authority 
and  the  Boston  Rent  Board.   The  definition  of  rights  and  responsi- 
bilities of  the  three  parties  represented  in  a  leased  housing 
contract  —  tenant,  manager  and  BHA  —  requires  clarification  and 
the  present  situation  offers  the  possibility  that  this  can  be 
accomplished. 


VII.   TENANTS  OF  SUBSIDIZED  PRIVATE  HOUSING 

The  roles  of  the  several  actors  in  Boston's  subsidized 
housing  market  have  already  been  described  and  analyzed,  from 
the  HUD  official,  through  the  BRA  and  BHA  official,  to  the 
developer,  builder  and  manager.   Each  of  these  parties  is 
Involved  in  the  process  of  providing  subsidized  housing  services. 

The  end-product  of  the  subsidized  housing  supply  process, 
however,  is  more  than  a  physical  structure  and  its  bundle  of 
supporting  activities.   It  is  the  use  of  these  facilities  and 
services  by  an  appropriate  consumer  population. 

In  order  to  explore  the  consumer  end  of  the  process,  a 
sample  of  283  tenants  from  28  projects  was  surveyed.   The  answers 
to  three  main  questions  were  sought:   (1)  Who  is  being  served 
by  Boston's  subsidized  housing  stock  in  general  and  what  are 
the  characteristics  of  tenants  in  projects  with  financial 
problems?   (2)  How  do  residents,  especially  those  in  financially 
unsound  projects,  view  their  residential  environment?   (3) 
How  can  this  knowledge  aid  in  enhancing  an  understanding  of 
relationships  between  project  tenants  and  financial  problems? 

Residents  to  be  interviewed  were  chosen  from  the  original 
study  group  in  such  a  way  as  to  provide  adequate  representation 
within  several  project  dimensions — financial  condition,  location, 
new  versus  rehabilitated,  type  of  sponsor  and  use  of  supple- 
mental rent  subsidies. 


1.   See  Appendix  A  for  a  description  of  the  survey  methodology, 
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Thls  stratification  of  the  survey  sample  meant  a  sacrifice 
of  proportional  representation  by  location  and  type  of  con- 
struction.  Thus,  units  in  inner-city,  newly  constructed  projects 
have  been  over-represented,  and  rehabilitated  units  located 
outside  of  the  inner  city  have  been  under-represented.   However, 
analyses  have  also  been  made  in  terms  of  these  two  dimensions 
of  location  and  construction  type;  and  it  appears  unlikely  that 
the  choice  of  projects  seriously  distorts  the  overall  profile 
of  the  subsidized  housing  population  which  emerged. 
Who  Is  Being  Served? 

Contrary  to  allegations  in  many  parts  of  the  U.S.  that 
221  and  236  projects  are  part  of  a  strategy  which  has  failed  in 
most  communities  to  reach  the  poor,  Boston's  subsidized  housing 
is  serving  a  group  which  is  heavily  populated  by  families 
of  lower  socio-economic  status.   The  background  characteristics 
of  the  tenant  sample   by  demographic  variables,  and  by  project 
and  program  variables,  are  displayed  in  Tables  VII-1  and  2, 
Race.   Most  revealing  in  these  tables  is  the  fact  that  almost 
three-quarters  of  the  population  served  belong  to  racial  or  ethnic 


2.    First,  as  will  be  seen,  the  household  characteristics  and 
attitudes  of  residents  of  inner-city,  newly  constructed  projects 
are  not  extreme,  but  rather  form  a  bridge  between  those  of  resident? 
of  inner-city,  rehab  projects  and  of  newly  constructed  projects 
located  outside  of  the  inner  city.   Second,  rehabilitated  units 
located  outside  the  central  city  comprise  only  5  percent  of  the 
total  subsidized  housing  stock. 
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minorities  and  that  almost  three-fifths  of  the  sample  is  black. 

The  deviation  of  this  distribution  from  the  population  of 
the  city  of  Boston  at  large  is  obvious.   In  fact,  the  subsidized 
private  housing  programs  are  providing  shelter  for  6,300,  or  one 
out  of  every  five  black,  as  well  as  900,  or  one  out  of  every  five 
Spanish-American  households  residing  in  the  central  city.   By  way 
of  contrast,  these  programs  supply  housing  for  all  remaining  house- 
holds at  a  rate  of  one  in  fifty. 

Part  of  this  phenomenon  is  certainly  explained  by  the  lower 
incomes  of  the  black  and  Spanish-American  groups  in  the  population 
as  a  whole.   While  blacks  and  Spanish-Americans  comprised  l6  and 
3  percent  respectively  of  Boston's  families  in  1970,  they  com- 
prised 29  and  5  percent  of  all  families  with  incomes  of  less 
than  $5,000.    A  black  or  Spanish-American  family  in  Boston  is 
almost  five  times  (^.6)  as  likely  as  a  white,  non-Spanish  family 
to  have  an  income  below  $3,000,  and  almost  twice  (1.8)  as  likely 
to  have  an  income  below  $8,000.   While  this  situation  still  does 


3.  Because  of  the  fear  that  the  over-sampling  of  inner-city,  new 
construction  projects  might  have  distorted  descriptions  of  the 
total  population,  projections  were  made  based  upon  the  sample 
racial  and  ethnic  distribution  within  each  location  and  construction 
type.   The  result  was  32  percent  white,  non-Spanish;  8  percent, 
Spanish-American;  56  percent  black;  3  percent.  Oriental;  and 

1  percent,  other  races.   The  difference  between  the  two  distributions 
is  statistically  insignificant. 

4.  U.S.  Bureau  of  the  Census,  Census  of  Population  and  Housing: 
1970,  Census  Tracts  Final  Report  PHC  (l)-29,  Boston,  Mass.,  SMSA 
(U.S.  Government  Printing  Office,  Washington,  D.C.  1972),  Tables 
P-1,  P-2,  P-6  and  P-8. 
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not  account  for  the  dlsproporionate  number  of  these  groups  served 
by  the  subsidized  housing  programs,  a  look  at  the  location  of 
subsidized  housing  and  racial  composition  by  location  is  revealing. 

Two-thirds  of  all  subsidized  units  currently  occupied  are 
located  in  the  inner  city,  and  inner-city  project  residents  are 
overwhelmingly  black:   99  percent  of  all  black  subsidized  house- 
holds are  located  in  inner-city  units  where  they  comprise  82  per- 
cent of  all  subsidized  households;  blacks  comprise  only  2  percent 
of  the  subsidized  households  in  other  areas  of  the  city  of  Boston. 
Thus,  not  only  have  the  subsidized  housing  programs  been  used  to 
"gild"  predominantly  black  ghettos,  but  they  have  failed  to  achieve 
racial  Integration  within  projects.   In  fact,  the  use  of  housing 
production  resources  in  locations  where  only  blacks  are  likely  to 
choose  to  live  has  probably  reinforced  segregated  housing  patterns 
in  Boston. 

Income.   The  median  Income  of  subsidized  households  sampled  was 
about  $5j300.   White  residents  in  subsidized  developments  tend 
to  have  higher  incomes  than  non-whites.   While  Spanish-American, 
white  households  represent  the  lowest  income  group,  (one-half 
had  incomes  below  $3,000),   non-Spanish  whites  were  clearly  the 
best  off,  (43  percent  had  incomes  above  $8,000). 


5.    It  is  difficult  to  assess  the  affects  of  the  Spanish-speaking 
population  on  the  distributions  of  the  total  white  population,  of 
which  they  comprise  one-fifth.  It  is  known,  however,  that  they 
comprise  more  than  one-third  of  the  white,  female-headed  households. 


I 
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Two-thlrds  of  all  households  had  at  least  one  wage  earner, 
part  or  full-time;  one  fifth  had  two  or  more  earners.   More  than 
half  of  all  households  received  some  kind  of  public  assistance 
or  benefits;  and  more  than  30  percent  received  Aid  to  Families 
with  Dependent  Children  (AFDC).   These  indicators  of  poverty  are 
stronger  in  rehabilitated  subsidized  projects:   68  percent  of 
those  with  incomes  below  $3,000  live  in  rehabilitated  units, 
while  93  percent  of  those  with  incomes  above  $8,000  live  in  newly- 
constructed  units. 

Household  Composition.   Almost  three-fifths  of  all  households 
sampled  were  families  with  children.   This  is  higher  than  in  the 
city's  population  as  a  whole,  but  not  surprising  because  of  the 
very  nature  of  the  subsidized  housing  programs.   Therefore,  as 
also  expected,  the  sample  had  a  larger  household  size;  3-2  persons 
per  household,  compared  with  the  city's  average  of  2.8. 

Just  as  rehabilitated  subsidized  units  have  fewer  bedrooms, 
they  also  provide  shelter  for  smaller  households.   Rehab  units 
had  2.H   persons  per  household  compared  with  3-5  in  newly-con- 
structed units  (a  situation  which  partially  offsets  the  lower 
incomes).   While  the  most  common  household  type  in  both  kinds  of 
construction  consists  of  one  or  more  adults  under  HO   years  of 
age  with  children,  smaller  households  headed  by  an  unmarried  adult, 
usually  living  alone,  are  more  prevalent  in  rehabilitated  projects. 

The  mean  number  of  children  in  households  with  minors  is 
2.6,  similar  to  the  city-wide  figure  of  2.5.   And  while  four  percent 
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of  all  units  are  overcrowded  by  FHA  standards,   another  l4  percent 
are  being  under-utilized.   Thus,  any  image  of  these  projects  as 
generally  teeming  with  people,  and  particularly  young  children, 
is  inaccurate. 

The  households  interviewed  include  a  high  proportion  of 
those  without  an  adult  male  present.   Almost  half  of  all  households 
in  subsidized  housing  have  a  female  head  only,  a  situation  more 
common  among  the  non-white  population  and  in  the  inner  city.   Not 
only  is  the  proportion  of  female-headed  households  significantly 
higher  than  the  city-wide  figure  of  36  percent,  but  more  important, 
the  proportion  of  families  with  children  which  have  only  a  female 
head,  5^  percent,  is  almost  twice  that  of  the  city  at  large  (24 
percent).   Female-headed  households  are  less  likely  to  have  earners, 
and  more  likely  to  be  receiving  public  assistance.   And  although 
they  are  similar  to  other  households  in  size,  they  have  substantially 
lower  incomes.   Female-headed  households  are  somewhat  more  likely 
to  reside  in  rehabilitated  subsidized  projects. 

Previous  Housing  Environment  and  Housing  Aspirations.   The  sub- 
sidized housing  population  appears  to  be  a  rather  mobile  one. 
Almost  one-third  of  all  households   have  moved  two  or  more  times  over 
the  past  five-year  period.   This  pattern  of  high  mobility  is  most 


6.    Most  of  the  FHA-overcrowding  is  In  2-bedroom  apartments,  the 
rest  in  one-bedroom  units.   By  Census  standards,  9  percent  of  all 
units  are  overcrowded,  with  the  burden  roughly  equally  divided 
among  2,  3,  and  4-bedroom  units. 
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coimnon  among  residents  of  inner-city  rehab  projects,  and  in 
general,  among  lower  income  and  female-headed  households. 

About  60  percent  of  the  households  had  previously  lived  in 
the  inner-city  area.   This  group  comprises  80  percent  of  the 
current  inner-city  subsidized  population,  but  only  10  percent 
of  the  residents  of  subsidized  housing  in  other  areas  of  the  city, 
further  proof  that  subsidized  housing  programs  have  not  effected 

dispersal  of  low-income  families.   Seventy-seven  percent  previously 

7 
had  been  housed  by  the  private  sector. 

Forty-two  percent  of  the  households  had  heard  about  their 
projects  from  personal  sources,  and  another  20  percent  had  re- 
sponded to  advertising.   Seventeen  percent  —  mostly  lower  income 
female-headed  households  —  were  referred  by  a  public  agency,  and 
half  of  these,  by  the  BRA. 

While  the  reasons  for  choosing  their  current  residence 

Q 

varied,   as  many  as  22  percent  of  all  respondents  described  a  con- 
strained choice  ("only  place  available",  etc.).   Those  with  the 


7.  This  response  should  be  interpreted  cautiously  in  light  of 
the  fact  that  as  many  as  30  percent  of  all  respondents  were  un- 
aware of  the  fact  that  their  current  rents  were  being  subsidized. 

8.  Twenty-three  percent  of  these  related  to  some  feature  of  the 
unit,  16  percent  to  its  economic  advantages,  l6  percent  to  con- 
venience (work,  shopping,  schools,  etc.),  5  percent  to  social 
reasons  and  only  3  percent  to  some  feature  of  the  project  or 
neighborhood. 
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lowest  incomes  were  most  likely  to  have  felt  limited  in  housing 
choices  (47  percent  of  those  with  incomes  below  $3,000  expressed 
this  feeling),  and  nonwhltes  were  more  likely  to  have  felt  con- 
strained at  every  income  level.   On  the  other  hand,  whites 
located  outside  of  the  inner  city  were  more  likely  to  have  been 
attracted  by  the  relatively  low  rents.   In  addition,  within  the 
inner  city,  those  in  rehabilitated  units  had  felt  more  constrained, 
while  those  in  newly-constructed  units  were  more  likely  to  have 
been  attracted  by  the  dwelling  unit  itself . 

Asked  if  they  thought  they  would  move  in  the  next  year  or 

two,  one-fourth  of  all  respondents  thought  it  was  very  likely, 

q 
and  another  one-fifth  thought  it  fairly  likely.    While  fewer 

whites  were  considering  moving  out  of  their  current  neighborhoods, 

those  who  were,  and  especially  those  with  higher  incomes,  tended 

to  be  looking  toward  the  suburbs.     By  contrast  only  one-fifth 


9.  This  compares  with  responses  to  a  city-wide  survey  where 

33  percent  were  very  likely  to  move  and  16  percent  fairly  likely. 
Survey  Research  Program,  Joint  Center  for  Urban  Studies  of  M.I.T. 
and  Harvard,  How  the  People  See  Their  City:   Boston  1969  (The 
Joint  Center  for  Urban  Studies  of  M.I.T.  and  Harvard,  1970), 
Table  5.10,  p.  88. 

10.  Thirty-eight  percent  of  all  whites  would  look  for  housing 
in  the  suburbs  if  they  decided  to  move  in  the  next  year  or  so. 
Of  those  with  incomes  about  $8,000,  74  percent  would  look  in  the 
suburbs . 
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of  the  nonwhites  were  considering  the  suburbs,  although  fully 

11 
two-thirds  would  leave  their  current  neighborhood. 

Thus,  in  broad  brush-strokes,  lower  income  nonwhite  residents 
of  subsidized  housing  in  the  inner  city  include  a  significant 
group  of  persons  who  feel  restricted  in  their  residential  choices. 
On  the  other  hand,  projects  located  outside  the  inner  city, 
occupied  by  a  higher  Income,  white  population,  house  a  signifi- 
cant group  who  selected  their  dwellings  for  economic  reasons, 
and  whose  more  ambitious  housing  plans  suggest  a  suburban 
orientation  and  aspiration. 

Participation  in  Supplementary  Programs  of  Rental  Assistance.   As 
indicated  earlier  in  this  report,  a  substantial  portion  of  Boston's 
subsidized  units  are  included  in  a  supplementary  rental  assistance 
program  aimed  at  further  reducing  rents  and  reaching  a  lower 
income  target  group.   In  all,  40  percent  of  the  sampled  population 

are  subsidized  either  through  the  federal  Rent  Supplement  Program 

12 
or  the  Leased  Housing  Program  of  the  Boston  Housing  Authority. 

Households  benefiting  from  rent  supplements,  as  expected, 

have  substantially  lower  incomes:   78  percent  of  all  those  with 

incomes  below  $3,000  receive  rent  supplements,  as  contrasted  with 


11.  If  they  decided  to  move  in  the  next  year  or  two,  48  percent 
would  seek  housing  in  the  core,  23  percent  would  look  in  other  areas 
of  Boston  (15  percent  in  Mattapan)  and  21  percent  would  opt  for  the 
suburbs . 

12.  The  total  figure  expected  on  the  basis  of  management  interviews 
was  31  percent.   The  probability  is  .95  that  97  percent  of  the  dis- 
crepancy has  resulted  from  random  sampling  errors.   The  remaining 
discrepancy  of  3  percent  is  probably  attributable  to  the  private 
rent  subsidy  assistance  offered  in  certain  cases  by  the  Cooperative 
Metropolitan  Ministries. 
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only  7  percent  of  those  with  Incomes  about  $8,000.   Households 
with  rent  supplements  are  slightly  larger  than  in  the  sample  as 
a  whole,  are  more  likely  to  be  female-headed,  to  be  black  or 
Spanish-American,  and  to  have  children.   They  are  less  likely  to 
have  earners,  and  more  likely  to  receive  AFDC  or  some  other  form 
of  public  assistance.   One-third  of  these  households  had  been 
referred  for  tenant  selection  from  the  Boston  Redevelopment 
Authority  or  another  public  agency. 

Households  participating  in  supplementary  rental  programs 
are  found  to  a  greater  extent  in  the  inner  city,  and  within  that 
location,  primarily  in  rehabilitated  subsidized  projects.   This  is 
to  be  expected  considering  the  generally  lower  incomes  in  the  inner 
city,  and  the  requirement  that  previous  residents  be  given  access 
to  rehabilitated  apartments  despite  the  higher  rents. 
Rents .   The  most  significant  fact  emerging  from  the  rent  data  is 
that  while  those  who  receive  supplementary  assistance  face  low 
rent  schedules,  the  remainder  of  the  sample  population,  whose  in- 
comes are  still  substantially  lower  than  the  1970  incomes  of  the 

city's  population  at  large,  nevertheless  pay  a  median  rent  in 

1^ 
1973  which  is  16  percent  above  the  1970  median  rent  in  the  city. 

(See  Table  VII-3).   This  fact  is  not  presented  as  evidence  that 


13.   This  comparison  is  reasonable  since  the  average  unit  size  in 
subsidized  housing  is  comparable  to  that  of  the  entire  city.   While 
median  rents  in  Boston  have  increased  since  1970,  presumably  so  have 
incomes,  directly  widening  the  income  discrepancy  between  the  sub- 
sidized  population  and  the  city's  population  at  large,  as  shown 
in  Table  VlI-1. 
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subsidized  housing  residents  receive  less  for  their  money,  but 
does  suggest  that,  for  the  same  or  less  rent,  and  without  the  need 

for  subsidy,  many  could  probably  compete  In  the  market  for  housing 

14 
In  many  of  the  city's  neighborhoods. 

Even  with  the  housing  subsidy,  at  least  one-quarter  of  all 

households  In  the  sample  with  Incomes  below  $5,000  are  still  paying 

more  than  35  percent  of  their  Incomes  In  gross  rent,  a  situation 

which  Is  more  severe  than  In  the  over-$5,000  group. 

Household  Characteristics  and  Financial  Soundness  of  Developments. 

It  Is  hardly  surprising  In  light  of  the  concentration  of  projects 

with  serious  financial  problems  In  the  Inner  city  that  the  occupants 

of  troubled  developments  consist  almost  entirely  (92  percent)  of 

blacks;  or  that  they  include  significantly  more  female-headed 

households,  divorced  or  separated  heads  of  household,  households 

without  earners,  and  AFDC  cases  than  the  sample  population  at 

large.   What  Is  surprising,  perhaps.  Is  that  there  are  fewer 

Spanish-Americans  In  the  group  of  projects  with  serious  financial 

15 
problems.  ^ 


14.  This  Is  not  to  say  that  private  market  housing  necessarily 
offers  comparable  housing  conditions  for  the  same  rent  as  subsidized 
housing.   It  has  often  been  argued  that  the  large  capital  invest- 
ments Involved  in  subsidized  developments  have  raised  standards 

far  more  than  free  market  mechanisms  would  have,  and  in  the  process, 
have  reduced  the  power  of  the  subsidy  to  lower  market  rents  for  a 
given  unit  size. 

15.  Unlike  blacks,  Spanish-Americans  are  not  disproportionately 
located  in  financially  unsound  projects. 
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Projects  in  financial  difficulty  as  a  group  have  younger 
household  heads,  as  well  as  more  families  with  children.   Their 
larger  average  household  size  is  due  to  this  fact,  rather  than 
to  the  presence  of  more  children  per  family.   In  fact,  the  reverse 
is  true  —  among  households  with  children,  those  in  financially 
sound  projects  tend  to  have  more  children  than  their  counterparts 
in  financially  troubled  projects. 

Projects  in  difficulty  have  fewer  tenants  who  were  previously 
served  by  the  private  market,  and  contain  more  tenants  from  the 
public  or  leased  housing  market.  Households  in  projects  with 
serious  financial  difficulty  were  most  likely  to  have  felt  con- 
strained in  choosing  their  present  dwelling. 

The  variation  in  resident  profiles  by  financial  condition 

and  the  generally  lower  socio-economic  status  of  families  in  pro- 

17 
jects  with  serious  problems  is  due  to  factors  other  than  location, 

since  most  of  the  sample  units  in  sound  condition  were  also  drawn 

from  the  inner-city  housing  stock.     The  greater  likelihood  that 


16.  Regardless  of  the  financial  conditions  of  the  development, 
most  families  with  children  are  young  (age  of  head  is  less  than  40) 
In  two-thirds  of  young  families  with  children,  the  children  are 
less  than  six  years  old  and  most  of  the  rest  are  younger  than 

13  years  old. 

17.  This  suggests  that  socio-economic  variables  play  a  more  direct 
influence  in  determining  financial  conditions. 

18.  Keep  in  mind  that  tenant  selection  is  still  a  variable  used 
differently  by  different  managers.  (See  Table  VII-4). 
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respondents  from  rehabilitated  projects  In  the  financial  unsound 
group  were  over-sampled  Is  one  explanation.   But  even  more 
directly  responsible,  perhaps.  Is  the  higher  proportion  of  house- 
holds receiving  supplementary  rental  assistance  in  those  projects 

TO 

with  serious  financial  problems.  ^   Significantly,  despite  the 
lower  rents  for  which  these  households  are  responsible,  a  greater 

proportion  of  those  receiving  supplementary  assistance  admitted 

20 
difficulty  in  paying  rent.     Fifty-three  percent  of  the  residents 

in  projects  with  serious  fiscal  problems,  31  percent  of  those  in 

projects  with  moderate  financial  problems,  and  only  15  percent 

of  those  in  financially  sound  projects  reported  having  rent- 

21 
paying  difficulties. 

Tenant  Assessments  of  Residential  Environments.   On  the  whole, 

greater  tenant  dissatisfaction  seems  to  be  present  in  inner-city 

projects  in  general,  and  in  rehabilitated  projects  in  particular, 

as  well  as  in  those  projects  with  financial  difficulties.   These 

findings,  nevertheless,  reflect  associations,  and  in  describing 

the  nature  of  the  relationships,  we  must  again  acknowledge  two 


19-   Households  residing  in  inner-city  rehabilitated  units  comprise 
14  percent  of  the  sound  group  of  projects  in  the  interview  sample, 
36  percent  of  the  project  group  with  some  financial  problems,  and 
4o  percent  of  the  group  with  serious  financial  problems.   House- 
holds receiving  supplementary  rental  assistance  include  31  percent, 
36  percent  and  58  percent  respectively  of  these  project  categories. 

20.  If  the  administrative  difficulties  faced  by  managers  who  have 
to  deal  with  agencies  dispensing  supplementary  rental  assistance 

are  given  appropriate  weight,  the  resulting  burden  on  projects  using 
such  supplements  is  evident.  Difficulty  in  paying  rent  is  also  con- 
centrated in  developments  with  financial  problems. 

21.  If  the  "good"  tenant  is,  as  managers  indicate,  one  who  pays  rent 
on  time,  projects  in  financial  difficulty-  appear  to  have,  by  the 
admission  of  the  tenants  themselves,  more  "bad"  tenants. 


■  146- 


problems  Introduced  earlier. 

First,  since  units  in  projects  in  any  degree  of  financial 
difficulty  are  more  likely  to  include  rehabilitated  units,  and 
since  all  projects  in  serious  difficulty  are  located  within  the 
inner  city,  it  is  difficult  to  separate  the  differences  in  general 
attitudes  where  financial  condition  difficulties  prevail  from 
variations  according  to  location  or  type  of  construction. 

Secondly,  because  of  the  strong  relationship  between  certain 
racial  and  socio-economic  characteristics  on  the  one  hand,  and 
such  aspects  of  the  residential  environment  as  location,  type  of 
construction,  (and  financial  condition)  on  the  other  hand,  it  is 
difficult  to  say  to  what  extent  the  relative  negativity  toward 
inner-city,  rehabilitated  and  financially  unsound  projects  reflects 

objective  conditions  with  which  a  housing  program  can  deal,  or 

22 
rather,  reflects  the  general  alienation  of  a  deprived  group.     If 

the  latter  is  true,  the  solution  lies  beyond  the  scope  of  a  housing 

program. 


22.   It  has  been  suggested  that  the  status  of  living  in  rehabilitate( 
brick  apartment  buildings  in  Roxbury  is  lower  than  in  new  construc- 
tion anywhere  else  or  in  South  End  rehabilitated  row  houses. 
Unfortunately,  no  measurement  was  made  of  attitudes  toward  various 
locations  and  building  types.   The  South  End  rehab  projects  with 
the  highest  satisfaction  was  sponsored  by  a  group  offering  a 
strong  sense  of  community,  suggesting  that  the  management  approach 
is  a  critical  factor  in  satisfaction  with  rehab  housing. 
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Attitudes  Toward  Project  and  Neighborhood.   The  majority  of  the 
sampled  households  expressed  an  overall  satisfaction  with  their 
housing.   They  vented  relatively  few  complaints  about  their  units 
and  projects,  and  believed  that  their  rent  was  fair.     In  fact, 
only  one  in  ten  respondents  found  some  aspect  of  the  project  so 
objectionable  as  to  consider  moving  on  that  account. 

Despite  this  apparently  favorable  attitude,  resident  assess- 
ments of  where  the  projects  are  heading  are  surprisingly  pessimistic 
Almost  two-fifths  of  the  respondents  described  the  trends  of  the 
previous  year  as  downhill  and  three-fifths  predicted  negative 
trends  over  the  next  five  years.   Residents  in  inner-city  projects 
are  more  pessimistic,  and  those  in  inner-city  rehab  projects  are 
the  most  skeptical  of  all  groups.   In  addition,  perceptions  of 
downward  trends  are  significantly  more  likely  to  be  expressed  in 
projects  with  financial  problems. 

That  tenants  seem  to  be  satisfied  with  their  housing  in  the 
light  of  such  current  pessimism  may  be  attributable  to  two  factors. 
The  first  has  to  do  with  past  experience.   As  many  as  three-fifths 
of  all  respondents  consider  their  present  apartment  superior  to 
their  previous  one,  both  in  terms  of  condition  (a  more  significant 


23.   See  Table  VII-5.   The  fairness  of  rent  emerged  as  the  best 
indicator  of  overall  satisfaction,  and  this  assessment  was  unre- 
lated either  to  the  tenant's  knowledge  that  the  project  is  sub- 
sidized, or  to  whether  the  tenant  receives  supplementary  rental 
assistance.   In  comparison  with  those  who  consider  the  rent  fair, 
those  who  consider  it  unfair  are  more  likely  to  see  most  project 
problems  as  serious,  are  less  satisfied  with  management  on  all 
accounts,  and  are  more  likely  to  rank  their  present  apartment  as 
Inferior  to  their  previous  one. 
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Improvement  for  occupants  of  new  units)  and  quality  for  the 
rental  dollar. 

The  second  factor  may  be  the  nature  of  the  problems  which, 
to  a  resident,  foreshadow  project  decline,  problems  which  may  be 
more  external  than  Internal  to  the  apartment.   As  Table  VII-6 

suggests,  a  ranking  of  potential  problem  areas  by  the  percentage 

24 
of  respondents  regarding  the  problem  as  serious    would  give 

neighborhood  problems  (particularly  those  relating  to  crime  and 

safety  issues,  and  children's  play  areas)  the  highest  priority. 

Ranked  second  are  problems  relating  to  the  over-all  cleanliness 

of  the  project,  roaches,  littered  grounds,  etc.   Problems  which 

relate  to  the  upkeep  of  the  dwelling  unit  itself  —  loose  plaster, 

heat,  plumbing,  leaks,  etc.,  —  are  perceived  by  residents  as 

25 
the  least  serious. 

Respondents  are  considerably  less  satisfied  with  their  neigh- 
borhoods than  with  their  projects  or  apartments.   Less  than  half 
find  their  present  neighborhood  an  improvement  over  their  prior, 
and  the  majority,  especially  in  the  inner  city,  would  prefer  a 
location  outside  of  their  neighborhood  if  they  decide  to  move. 

Thus  it  may  well  be  poor  neighborhood  conditions  which,  in 
the  minds  of  the  residents,  bode  ill  for  project  soundness.   Indeed, 
in  projects  located  outside  of  the  inner  city, where  project  de- 
cline is  considered  less  likely,  tenants  judge  their  projects 


24.  Respondents  were  first  asked  if  the  problem  existed,  and 
secondly,  if  it  was  serious. 

25.  The  survey  was  taken  in  late  winter,  1972. 
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favorably  in  comparison  to  their  neighborhoods  in  such  aspects 
as  rubbish  collection,  crime  and  housing  condition.   In  the  inner 
city,  not  so  favorable  comparisons  suggest  that  tenants  feel  less 
insulated  from  these  neighborhood  problems  (or  from  their  causes), 
although  newly-constructed  projects  score  better  than  rehabili- 
tated projects  do  in  this  respect.   Those  developments  with 
financial  difficulties  have  been  least  successful  in  projecting 
the  image  of  an  environment  which,  in  the  minds  of  tenants,  is 
distinguishably  superior  to  that  of  the  surrounding  neighborhood. 

The  ratings  of  project  problems  (Table  VII-6)  also  show 
that  inner-city  projects,  especially  rehabilitated  ones,  suffer 
from  many  non-structural  problems  which  are  characteristic  of 
slum  housing,  such  as  roaches,  rats,  and  littered  ground.   More- 
over, Interviewer  observations  of  problems  of  litter  paralleled 
financial  condition.   On  the  other  hand,  problems  relating  to 
structural  or  operational  failures,  plumbing  leaks,  hot  water, 
and  heat  are  less  likely  to  be  considered  serious,  and  perceptions 
of  these  problems  bear  no  relationship  to  financial  condition. 

The  discussion  in  earlier  chapters  suggested  that  high 
operating  costs  produced  unforeseen  pressures  on  project  cash 
flows,  and  that  in  such  a  financial  pinch,  maintenance  is  often 
curtailed.   An  explanation  follows  of  the  relationship  of  main- 
tenance problems  to  tenant  attitudes. 

Attitudes  Toward  Management  and  Other  Tenants.   According  to  the 
respondents,  the  chief  responsibility  for  project  maintenance 


-150- 


problems  falls  on  their  neighbors.   Forty-three  percent  of  all 
respondents  attributed  problems  to  other  tenants,  while  11  percent 
blamed  both  tenants  and  management,  and  only  22  percent  blamed 
management  alone.   In  financially  unsound  projects,  there  was  a 
greater  tendency  to  place  the  blame  on  the  tenantry. 

Despite  the  fact  that  the  65  percent  of  the  tenants  believed 
that  project  owners  could  afford  better  upkeep,  they  were  never- 
theless  positively  disposed  toward  management.     For  example, 
70  percent  report  that  management  was  doing  a  good  job  and  another 
10  percent  thought  that  management  at  least  tried  to  do  so.   Only 
one-fifth  of  all  respondents  felt  that  management  does  not  even 
try  to  do  a  good  job. 

Tenant  dissatisfaction  concerning  maintenance  increases  with 
financial  difficulty  of  the  project.   While  dissatisfied  tenants 
in  general  attributed  management's  failure  to  lack  of  interest, 
in  unsound  projects  residents  were  as  likely  to  attribute  it  to 
the  lack  of  qualified  personnel.   Linked  to  the  greater  dissatis- 
faction with  management  in  financially  unsound  projects,  however, 
was  not  only  greater  dissatisfaction  with  management's  maintenance 
function,  but  also  with  management's  courtesy  and  willingness 
to  listen  to  tenants'  problems. 

Attitudes  toward  management  are  strongly  related  to  assess- 
ment of  project  trends.   However,  management  per  se  does  not  appear 
to  be  uppermost  in  residents'  minds  when  asked  to  identify  who  is 
responsible  for  most  of  the  problems  in  their  project.   Half  of 


26.   The  less  satisfied  tenants  were  with  management,  the  more 
likely  they  were  to  assume  that  the  owner  can  do  more. 
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the  respondents  blame  other  tenants  for  their  development's  prob- 
lems, while  only  one-third  blame  management.   While  concern  for 
management  was  independent  of  project  financial  condition,  resi- 
dents in  financially  sound  projects  attributed  significantly 
less  blame  to  other  tenants.   In  ten  developments  where  residents 
are  overwhelmingly  satisfied,  the  management  is  either  an  already 
existing  part  of  the  community  where  the  housing  was  built,  or  has 
a  definite  policy  of  developing  a  strong  sense  of  community  and 
mutual  responsibilities. 

While  interviewer  ratings  of  upkeep  outside  of  dwelling 
units  are  less  favorable  for  projects  with  financial  problems 
(these  were  seen  as  having  messier  grounds,  interior  entrances, 
and  hallways),  responses  Indicate  that  there  is  a  difference  in 
attitude  toward  private  space  (the  dwelling  unit)   and  public 
space,  a  difference  which  is  stronger  in  financially  unsound 
projects.   Positive  attitudes  toward  private  space  are  demon- 
strated by  two  particular  findings  of  tenants'  commitment  to 
their  dwelling  units.   As  many  as  two-fifths  of  all  respondents 
reported  having  made  one  or  more  improvements  in  their  apartments 
(such  as  painting  or  wall-papering),  and  those  in  projects  with 
financial  problems  have  been  as  active,  if  not  more  so,  in  this 
regard.   Thus,  if  the  blame  for  project  problems,  especially  in 
financially  troubled  projects,  is  justifiably  directed  toward  the 
tenants  themselves,  then  it  appears  that  while  tenants  in  financially 
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troubled  projects  act  responsibly  in  their  private  space, 
they  feel  less  responsible  for  common  ones.   In  fact,  managers 
of  financially  unsound  projects  allocate  fewer  formal  responsi- 
bilities to  tenants  as  to  public  areas  than  do  other  managers; 
and  tenants  of  these  projects  are  more  likely  to  complain  that 
the  existing  rules  are  inadequately  enforced. 

Not  only  are  tenants  in  financially  unsound  projects  less 
fond  of  management,  but  these  projects  also  tend  to  be  less 
socially  integrated  i.e.,  they  tend  to  go  their  own  way,  rather 
than  help  each  other;  they  tend  to  exert  fewer  informal  pressures 
to  generate  responsibility  for  the  care  of  common  spaces;  and 
fewer  report  that  tenants  assemble  to  discuss  common  problems. 

This  does  not  mean,  however,  that  residents  are  adverse  to 
group  discussion  and  action.   Despite  the  fact  that  tenants' 
activities  are  considered  to  be  least  effective  in  projects  with 
serious  financial  problems,  in  those  troubled  projects  without 
tenants'  groups,  a  substantial  majority  of  the  residents  are 
optimistic  about  the  ability  of  such  groups  to  solve  problems. 

Solving  problems  apparently  means  more  than  exerting 
stronger  pressures  on  management.   In  fact,  about  half  of  all 
residents  of  projects  with  problems  would  increase  their  rents 
for  improvements  which  they  consider  Important. 
Conclusions 

Survey  findings  Indicate  that,  despite  exceptional  projects 
in  each  group,  there  is  less  satisfaction  with  project,  neighbor- 
hood, neighbors  and  management  in  financially  unsound  projects. 
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Whether  this  association  is  due  to  the  actual  characteristics 
of  inner-city  and  rehab  projects,  or  with  the  overall  attitudes 
of  their  particular  tenants,  is  uncertain. 

In  addition,  these  attitudes  suggest  a  definite  pattern: 

residents  are  most  satisfied  with  those  aspects  of  their  environ- 

27 
ments  over  which  they  have  the  most  control.     Thus,  satisfaction 

is  highest  at  the  level  of  the  dwelling  unit,  where  it  appears 

to  be  somewhat  insulated  from  the  vagaries  of  project  finances 

and  related  difficulties.   More  problems  are  perceived  at  the 

level  of  the  project,  the  condition  of  which  is  dependent  upon 

the  attitudes  and  actions  of  other  tenants  and  of  management, 

as  well  as  upon  external  neighborhood  forces.   Here  satisfaction 

does  tend  to  reflect  the  financial  well-being  of  the  project. 

Finally,  problems  are  most  often  perceived  as  serious  at  the 

neighborhood  level,  where  resident  control  is  least  possible  and 

where,  in  fact,  many  residents  fear  victimization.- 

While  increasing  residents'  control  over  their  neighborhoods 

seems  to  be  out  of  reach.  Increasing  control  over  project  conditions 

is  a  challenge  which  managers  may  be  encouraged  to  undertake. 

In  fact,  the  results  of  the  survey  imply  that  tenants  in 

financially  unsound  projects  would  welcome  stronger  rule  enforcement. 


27.   The  fact  that  7^  percent  of  all  respondents  indicated  that 

they  would  like  to  own  a  home  of  their  own  some  day  also  suggests 

that  residents  are  interested  in  having  greater  control  over  their 
environments . 
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Even  more  Important,  however,  would  be  efforts  to  Increase 
resident  accountability  not  through  fiat,  but  by  encouraging 
social  interaction,  by  bringing  tenants  into  the  problem-solving 
process,  and  by  extending  their  scope  of  responsibility  for 
project  operations. 

The  resident  survey  has  also  supported  the  contention  that 
the  subsidized  housing  program  in  Boston  has  served  a  group 
which  is  heavily  populated  by  lower  Income  households  and  by 
members  of  racial  and  ethnic  minorities.   While  this  orientation 
is  partially  a  result  of  justified  political  pressures  to  pro- 
vide relocation  housing  in  Boston's  urban  renewal  areas,  the 
result  has  been  to  reinforce  pre-existing  patterns  of  racial  and 
economic  segregation.   Construction,  and  particularly  rehabili- 
tation, in  the  inner  city  may  continue  to  face  the  social  and 
economic  problems  endemic  to  these  areas,  in  the  absence  of 
other  efforts  to  alleviate  them.   Strong  management  activities 
in  building  a  community  within  the  development  are  one  way  to 
alleviate  these  problems,  but  even  these  efforts  can  be  over- 
whelmed by  socio-economic  forces.   Tenants'  residential  preferences 
suggest  that  considerable  support  would  be  forthcoming  for  a 
strategy  of  dispersion,  a  goal  which  should  be  seriously  pursued 
in  future  policies  of  subsidized  construction. 
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TABLE  VII-4 

AVERAGE  NUMBER  OF  ROOMS  PER  UNIT.  BY  NEW/ 
REHAB  AND  FINANCIAL  CONDITIONS 


Financial  Condition 

I.    Sound 

II ,    Some  Financial  Problems 
III.    Serious  Financial  Problems 


New 

5.1 
5.5 
5.4 


Rehab 

4.0 
3.9 
4.9 


I.    Sound 

II.  &  III.    Some  or  Serious  Financial 
Problems 


New 

5.1 

5.5 


Rehab 

4.0 
4.1 


Note:   The  inordinate  weight  of  one  large  rehabilitated  development  in  the  category 
with  some  financial  problems  in  the  lower  half  of  the  table  obscures  the  fact  that 
most  rehabs  in  serious  financial  condition  have  one  more  bedrooms  than  all  the 
other  rehabs.   Still  the  "New"  in  II.  and  III.  have  the  largest  units    in  the  sample, 
and  it  is  safe  to  say  that  the  largest  units  are  in  categories  according  to  the 
following  rankings: 

1)  New  in  Financial  Difficulty 

2)  New  in  Sound  Financial  Condition 

3)  Rehab  in  Serious  Financial  Difficulty 
h)     Other  Rehab 
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VIII.   CONCLUSIONS  AND  RECOMMENDATIONS 

Introduction 

Before  recommendations  of  this  report  are  presented,  it 
may  be  useful  to  summarize  the  major  findings  and  conclusions 
of  the  preceding  chapters.   The  purpose  of  this  brief  recapitu- 
lation Is  to  assess  the  degree  and  relative  Importance  of  all 
the  mechanisms  related  to  success  or  failure  of  subsidized 
housing  In  the  Boston  area. 

Following  the  summary  of  major  findings  and  conclusions, 
this  final  chapter  provides  an  overview  of  the  financial  and 
related  problems  besetting  Boston's  subsidized  developments  as 
a  backdrop  for  the  subsequent  discussion  of  specific  proposals 
designed  to  restore  existing  projects  to  fiscal  and  operational 
soundness.   These  recommendations  focus  particularly  on  the  Impact 
on  subsidized  housing  of  the  roles  and  policies  of  responsible 
federal  and  local  agencies.   The  recommendations  are  grouped 
Into  (1)  fiscal  changes,  those  directly  affecting  project  Income 
and/or  expense;  and  (2)  non-fiscal  changes,  those  affecting  the 
policies,  roles  or  operations  of  principals  In  the  subsidized 
housing  process. 

Next,  a  critical  question  Is  addressed  In  brief  fashion 
which  appears  on  the  surface  to  be  simple,  but  which  proved 
troublesome  throughout  the  study:   why  do  certain  housing  de- 
velopments succeed  and  others  fall,  given  the  same  programmatic. 
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economic,  social  and  environmental  constraints?   This  Issue  was 
frequently  raised  by  study  participants  and  Interested  observers, 
and  the  report  would  hardly  meet  expectations  if  it  failed  to 
deal  with  this  question.   Yet,  the  difficulties  inherent  in 
answering  the  question  are  immediately  evident:   failure  in 
financial  terms  is  not  necessarily  associated  with  social  failure, 
and  vice  versa;  projects  may  appear  to  be  similar  in  many  respects, 
but  have  small,  critical  differences  among  them;  different  parti- 
cipants in  a  given  development  may  not  agree  on  which  variables 
are  the  essential  ones,  or  even  that  performance  may  be  explained 
by  a  limited  number  of  variables.   Although  the  role  of  chance 
must  be  given  appropriate  weight,  this  report  adopts  the  view 
that  there  are  certain  factors  which  may  be  seen  as  potential 
liabilities,  and  that  a  situation  in  which  many  of  these  factors 
are  overlaid  creates  a  high  probability  that  financial  and/or 
social  problems  will  emerge. 

Finally,  basic  issues  for  future  housing  subsidy  policies 
are  discussed.   To  a  certain  extent  these  issues  grow  out  of  the 
Boston  experience  in  which  they  are  rooted.   However,  it  should 
be  noted  that  observers  using  a  national  data  base  have  identi- 
fied issues  similar  to  those  in  Boston  and  these  similarities 
are  pointed  out  where  applicable.   Clearly,  the  Boston  area  is 
not  completely  idiosyncratic;  some  of  its  problems  must  be  related 
to  constraints  in  the  national  legislation  and/or  the  national 
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requlrements  for  administration  of  the  programs.   Relevant  studies 
are  cited  to  identify  those  issues  which  this  report  concludes 
affect  housing  subsidy  programs  regardless  of  where  they  operate. 
Summary  of  Major  Findings  and  Conclusions 

A.   Development  of  Subsidized  Housing 

1.  The  cost  of  subsidized  housing  construction  is  significantly 
greater  than  conventional  construction  to  similar  standards,  but 
ancillary  goals  avoided  by  conventional  developments  are  included 
(viz.  restoration  of  deteriorated  neighborhoods,  minority  skills 
training),  making  rigorous  cost  comparisons  difficult. 

2.  New  construction  costs  in  subsidized  rental  housing  in  the 
Boston  area  increased  8-11  percent/year  between  1967  and  1972, 

an  increase  comparable  to  the  cost  trend  for  all  new  construction 
during  the  same  period. 

3.  Construction  costs  in  rehabilitated  subsidized  housing  rose 
14-15  percent/year  between  I967  and  1972,  indicating  sharper 
upward  rises  than  for  new  construction. 

4.  Present  construction  and  operating  costs  require  rents  in  a 
new  Section  236  development  whichare  25  percent  of  the  income  of 
a  family,  where  income  is  at  the  maximum  end  of  the  eligibility 
schedule;  I.e.,  deeper  subsidies  would  be  required  to  serve 
similar  households  in  the  future. 

5.  The  highest  construction  costs  and  debt  service  requirements 
In  housing  built  under  Sections  221  (d)(3)  and  236,  have  been  in 
developments  built  by  non-profit  sponsors  located  in  the  inner  city, 
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6.  Construction  cost  change  orders  occurred  in  60  percent  of 
the  developments  studied  and  were  major  factors  In  early- 
financial  difficulties  which  have  continued  throughout  the 
operating  experience  of  troubled  projects. 

7.  The  reasons  given  by  sponsors  for  change  orders  included 
vandalism  and  pilfering  on  the  construction  site,  labor  disputes, 
community  opposition  and  sponsor-contractor  disagreements. 

8.  Change  orders  have  often  been  approved  by  HUD  despite 
contractors'  performance  guarantees,  because  these  guarantees 
prove  difficult  to  secure  in  practice. 

9.  Operating  cost  overruns  occurred  in  every  project  in  the 
analysis;  they  ranged  from  $100-$600/unit/year. 

10.  The  principal  reasons  for  operating  cost  overruns  were: 

a.  Political  pressure  to  reduce  initial  rents  so  that 
the  program  would  be  perceived  as  a  replacement  for 
low-income  housing  demolished  by  urban  renewal; 

b.  Unanticipated  utility  and  insurance  cost  increases;  and 

c.  Authorization  to  sponsors  to  allocate  as  much  of 
projected  rents  as  possible  toward  mortgage  payments. 

B.   Operation  of  Subsidized  Housing 

1.   HUD's  reliance  on  mortgage  default  as  the  first  warning  signal 

of  financial  difficulty  has  resulted  in  failure  to  detect  cash 

flow  deficits  as  large  as  $300/unit/year . 


1.   All  cash  flow  figures  used  in  this  summary  discount  the 

temporary  benefits  of  mortgage  modifications.  Therefore  they 

reflect  the  gap  between  actual  rents  and  those  needed  to  support 
actual  expenses  and  normal  debt  service. 
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2.   While  half  of  the  developments  in  the  study  sample  showed 
mortgage  default,  assignment  or  foreclosure,  detailed  cash  flow 
analysis  indicated  that  three-fourths  of  the  projects  were  losing 
from  $60-$300/unit/year.   Only  three  developments  had  positive 
cash  flow. 

3-   At  least  eight  developments  (containing  783  housing  units) 
with  chronic  financial  problems  are  about  to  be  foreclosed. 
This  brings  the  total  number  of  projects  in  or  near  foreclosure 
to  twelve  out  of  a  total  in  the  city  of  102.   It  also  marks  the 
first  time  in  Boston  that  occupied  subsidized  projects  have  been 
threatened  by  foreclosure;  previous  foreclosures  took  place  prior 
to  final  endorsement,  not  after  tenants  moved  into  the  projects. 

4.  Developments  showing  relatively  greater  financial  difficulty, 
as  measured  by  cash  flow,  had  records  of  relatively  higher 
operating  expenses. 

5.  Within  both  new  and  rehabilitated  developments,  large  change 

orders  and  high  debt  service  requirements  are  associated  with 

p 
financial  difficulty. 

6.  The  types  of  development  in  financial  difficulty  most  sus- 
ceptible to  relatively  high  and  rapidly  growing  operating  costs 
were  rehabilitated  housing,  projects  located  within  the  city  of 


2-  .  Financial  difficulty,  as  used  in  this  summary,  is  defined 
as  indicating  a  cash  flow  deficit  (discounting  mortgage  modifi- 
cation) greater  than  $60/unit/year ;  serious  financial  difficulty 
is  used  to  indicate  developments  with  cash  flow  deficits  greater 
than  $300/unit/year. 
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Boston  (especially  in  the  inner  city),  and  projects  which  in- 
cluded all  utilities  in  the  rent. 

7.  Relatively  high  maintenance  expenditures  were  associated 
with  rehabilitated  developments  and  with  developments  managed 

by  large  identlty-of-interest  sponsors.   Low  maintenance  expenses 
were  found  concentrated  in  new  construction,  developments  with 
mostly  elderly  tenants,  and  projects  where  tenants  assumed  some 
of  the  responsibility  for  routine  maintenance. 

8.  Relatively  high  insurance  expense  was  linked  to  inner  city, 
rehabilitated  semi-fireproof  construction.   Developments  in 
suburban  locations  and  with  fireproof  construction  enjoyed  low 
insurance  expense. 

9.  Relatively  high  utility  expense  was  connected  with  rehabilitated 
construction,  the  inclusion  of  all  utilities  in  the  project  bud- 
get and,  in  one  case,  with  electric  heat. 

10.  Relatively  high  administrative  expense  was  associated  with 
small  or  scattered  site  rehabilitated  developments,  and  in  develop- 
ments with  supplementary  rental  assistance  to  low-income  house- 
holds accounting  for  more  than  half  of  the  units.   Low  admini- 
strative expense  tended  to  be  found  in  small,  one-person  management 
firms  and  with  developments  which  had  a  relatively  uniform, 
moderate-income  tenant  composition. 

11.  Although  the  sample  as  a  whole  experienced  lower  than 
expected  vacancy  rates  (the  average  was  less  than  2  percent). 
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vacancies  tended  to  be  higher  where  projects  were  In  financial 
difficulty  and  In  rehabilitated  developments. 

12.   From  I969  to  1972,  rents  Increased  an  average  of  6  percent 
per  year,  while  expenses  Increased  13  percent  per  year. 
C.   Involvement  of  HUD  and  Local  Government  Agencies 

1.  Under staffing  of  the  HUD  Area  Office,  delays  and  refusal 
of  Area  Office  officials  to  approve  anticipated  cost  Increases 
have  typically  resulted  In  rents  being  adequate  to  meet  at  best 
only  the  expenses  of  the  previous  year,  thus  perpetuating  In  most 
projects  the  Initial  operating  cost  deficits.   This  experience 
was  characteristic  of  the  entire  sample. 

2.  HUD  has  now  Increased  Its  mortgage  servicing  staff  and 
brought  requests  for  rent  Increases  up  to  date.   The  result  has 
been  $20-$40  monthly  rent  Increases  In  many  developments,  thereby 
Increasing  the  proportion  of  tenants  paying  over  25  percent  of 
Income  for  rent. 

3.  As  management  emerged  as  an  Issue,  HUD  created  additional 
forms  and  revised  Its  procedures  to  deal  with  the  problem.   Yet, 
the  mortgage  servicing  staff  has  not  had  the  tools  to  provide 
technical  assistance  to  managers  of  subsidized  housing  for 
strengthening  management . 

^.        In  the  past,  HUD  has  encouraged  the  use  of  mortgage  modifi- 
cations to  avoid  assignment  and  foreclosure.   Half  of  all  projects 
studied  have  had  some  mortgage  modifications;  one-third  of  these 
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have  been  in  modification  at  least  30  percent  of  the  time.   Yet, 
application  of  this  device  has  rarely  succeeded  in  bringing  the 
project  back  to  financial  soundness. 

5.  HUD's  new  policy  of  requiring  an  assigned  mortgage  to  be 
foreclosed  unless  a  realistic  work-out  agreement  is  in  effect 
is  likely  to  Increase  the  number  of  foreclosures  in  the  next 
several  years. 

6.  Although  new  HUD  policies  to  relieve  fiscal  pressures  on 
housing  developments  and  recent  actions  to  strengthen  HUD's 
regulatory  capability  are  important  for  solving  immediate  prob- 
lems in  subsidized  housing,  more  significant  for  the  long  run 
is  that  HUD  give  the  tenant-management  constituency  attention 
co-equal  to  that  of  the  developer-sponsor  constituency. 

7.  Once  HUD's  strengthened  role  is  on  a  firm  operating  basis, 
the  City  of  Boston  can  redesign  the  subsidized  housing  roles 

of  the  BRA,  BHA,  and  the  Rent  Board,  mainly  in  the  certification 
of  housing  units  (BRA-BHA)  and  approval  of  rent  increases  (BHA- 
Rent  Board) . 

D.   Project  Management 
1.    The  major  problems  identified  by  subsidized  housing  managers 
were  as  follows: 

a.  Project  Finances:   unanticipated  operating  expenses, 
and  HUD  or  Rent  Board  restrictions  on  rental  income 
adjustments . 

b.  Tenants:   difficulty  finding  and  keeping  tenants  who 
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pay  rent  regularly  and  who  do  not  abuse  apartments; 
inability  to  screen  tenants  due  to  project  location 
and  government  regulations.   Some  managers  in  new 
construction  projects  will  use  substantial  rent 
increases  to  discourage  very  low-income  tenants 
from  continued  occupancy  in  an  effort  to  shift  tenant 
composition  toward  a  group  with  more  stable  and  better 
income  prospects.   A  limited  supply  of  supplementary 
rental  assistance  is  encouraging  this  move  to  achieve 
greater  financial  stability. 

c.  Government  Regulation:   rigid,  unresponsive,  incon- 
sistent and  time-consuming  procedures  required  to 
carry  out  normal  operations  and  business  activities; 
constantly  changing  policies  at  HUD  and  the  Boston 
Housing  Authority;  Boston  Rent  Board  intervention  in 
evictions . 

d.  Construction  Defects:   especially  prevalent  in  high 
cost  pre-cast  concrete  buildings;  have  undermined 
tenant-management  relations  in  a  number  of  developments; 
several  non-profit  sponsors  noted  difficulties  in 
negotiating  correction  of  defects  with  contractors. 

2.    Managers  showed  considerable  variation  in  how  they  approached 
tenant  selection,  the  delivery  of  housing  services,  government 
agencies,  priorities  and  involvement  in  community  organization 
within  the  project.   Generally,  managers  affiliated  with  large 
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developers  had  the  largest  maintenance  organizations,  but  the 
least  inclination  to  become  involved  in  the  social  problems 
of  tenants. 

3.  A  useful  management  model  would  combine  the  advantages 

of  large  management  companies  (economies  of  scale  and  sophisti- 
cation in  management  techniques)  with  the  benefits  of  a 
community-oriented  management  form  (social  sensitivities  and 
consumer  focus). 

4.  The  more  effective  patterns  of  development-owner  and  sponsor- 
management  relationships  appeared  to  be  (a)  a  limited  partnership 
arrangement  between  a  builder-developer  and  a  non-profit  community 
development  sponsor  group,  with  management  furnished  either  by 

a  subsidiary  firm  of  the  housing  development  sponsor  or  by  an 
independent  community-oriented  management  firm  associated  with 
a  large-scale  commercial  operation;  or  (b)  a  cooperative  arrange- 
ment under  which  the  sponsor  is  a  cooperative  owned  by  a  non- 
profit governing  body,  with  management  delegated  to  a  subsidiary 
management  firm  and  with  major  policies  of  management  and  project 
operation  resting  with  an  active  cooperative  policy-making  board. 

E.   Tenants 
1.    Boston's  subsidized  housing  serves  a  group  which  is  56  per- 
cent black,  32  percent  white,  8  percent  Spanish-American  and 
4  percent  Oriental  and  other  races.   One  out  of  every  five  black 
and  Spanish-American  families  in  the  city  live  in  subsidized 
housing.   With  a  few  exceptions,  projects  tend  to  be  either 
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predomlnantly  black  or  predominantly  white.   The  relatively 
large  representation  of  minorities  is  a  result  of  project  location 
and  income  limits,  in  combination  with  segregated  residential 
patterns  and  the  lower  incomes  of  minorities. 

2.  The  average  household  size  in  subsidized  developments  was 
3.2  persons  per  household,  compared  to  the  city-wide  average  of 
2.8.   (The  larger  figure  in  subsidized  housing  is  due  to  the 
presence  of  more  families  with  children. )   Households  are  smaller 
in  rehabilitated  dwellings. 

3.  The  median  annual  income  of  families  sampled  was  $5,300, 
with  Spanish-Americans  having  the  lowest  Incomes  and  whites  having 
the  highest. 

4.  Forty  percent  of  all  households  were  being  provided  with 
supplementary  rental  assistance.    Sixty  percent  of  those  with 
incomes  less  than  $5jO0O  were  receiving  such  subsidies. 

5.  At  least  one-fourth  of  households  with  income  less  than 
$5jOOO  pay  more  than  35  percent  of  their  income,  excluding  rental 
assistance,  on  housing. 

6.  Projects  with  financial  difficulty  had  more  younger  house- 
hold heads,  more  families  with  children  (primarily  because 
dwelling  units  were  larger),  more  tenants  who  felt  constrained 
in  housing  market  choice,  a  higher  proportion  of  households  with 
supplementary  rental  assistance  and  more  tenants  who  acknowledged 
having  difficulty  paying  rent. 

7-    Tenants  were  generally  satisfied  with  their  subsidized  housing 


3.    Supplementary  rental  assistance  and  rent  subsidy  are  used 
to  denote  leased  housing  or  rent  supplement  subsidies. 
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unit  and  believed  the  rent  was  fair.   But  most  predicted  down- 
ward trends  over  the  next  five  years,  especially  in  the  inner 
city,  for  rehabilitated  or  financially-troubled  developments. 

8.  Expressions  of  tenant  dissatisfaction  were  linked  more  to 
factors  external  to  the  dwelling  unit  (e.g.,  neighborhood  prob- 
lems or  project  cleanliness)  than  to  the  apartment  itself. 

9.  Projects  in  which  all  tenants  sampled  were  highly  satisfied 
usually  had  a  community-based  or  socially-active  management  firm. 

10.  Tenants  primarily  blamed  project  problems  on  other  tenants, 
especially  in  developments  with  financial  difficulty. 

11.  Tenants  also  blamed  project  problems  on  managers.   (In 
projects  with  financial  problems,  tenants  were  more  likely  to 
cite  lack  of  competent  personnel,  poor  quality  repairs,  lack  of 
courtesy  and  unwillingness  of  management  to  listen  to  problems.) 
Why  Some  Projects  Succeed  and  Others  Fail 

1.  Boston's  subsidized  housing  developments  have  generally 
experienced  more  severe  financial  difficulties  than  those  else- 
where in  the  SMSA.   The  factors  within  Boston  which  apparently 
contribute  to  this  relatively  poorer  performance  include 

-  lower  household  incomes  of  occupants 

-  politically  determined  rents 

-  greater  vandalism  on  construction  sites 

-  more  government  intermediaries 

2.  Inner-city  developments  have  performed  worst  of  all.  Yet 
some  have  achieved  success  and  it  is  important  to  note  certain 
characteristics  associated  with  good  performance. 

Those  which  appear  to  be  a  success  as  indicated  by  tenant 
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satlsfactlon  were  characterized  by 

-  community-based  or  community-oriented  management 

-  tenants  with  a  distinctively  positive  outlook  toward 
their  housing  and  environment  that  communicated  Itself  to  out- 
side observers 

Those  which  performed  well  In  financial  terms  had 

-  lower  operating  expenses 

-  higher  tenant  incomes  and  fewer  tenants  on  fixed  Incomes 

-  less  turnover 

-  smaller  apartments 

-  older  household  heads 

-  tenants  who  felt  less  constrained  in  housing  choices 

-  fewer  and  smaller  construction  cost  overruns. 

Although  several  developments  in  serious  financial  diffi- 
culty had  some  tenants  who  were  highly  satisfied,  only  one 
project  with  very  dissatisfied  tenants  was  in  good  financial 
condition.   Thus,  there  was  some  tendency  for  higher  dissatis- 
faction to  be  associated  with  financial  difficulty. 
Recapitulation  of  Fiscal  and  Related  Problems 

Three  out  of  every  four  projects  in  the  sample  of  36  sub- 
sidized housing  developments  in  the  Boston  area  lost  more  than 
$120/unit/year,  discounting  the  temporary  postponement  of 
obligations  allowed  by  mortgage  modifications.   Continued  losses 
of  this  magnitude  could  mean  eventual  foreclosure  (eight  projects 
are  about  to  be  foreclosed). 

Forgiving  40  percent  of  the  original  mortgage  for  inner 
city  projects  would  restore  positive  cash  flow  in  four  out  of 
five  projects.   The  cost  of  such  a  move,  while  huge,  is  likely 
to  be  no  greater  than  the  ultimate  cost  to  the  federal  government 
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of  massive  foreclosures.   The  impact  of  large-scale  foreclosure 
would  be  hard  to  predict,  due  to  the  absence  of  previous  experi- 
ence in  the  disposition  of  multi-family  developments  in  the  inner 
city  where  financial  problems  are  the  most  serious.   Certainly, 
an  immediate  government  obligation  would  be  the  payment  to  the 
mortgagee  of  mortgage  insurance  benefits  on  the  outstanding 
principal.   Thereafter,  HUD  would  be  forced  to  operate  foreclosed 
developments  until  disposition  plans  were  prepared.   However, 
there  is  great  uncertainty  about  the  marketability  of  inner- 
city  developments  with  records  of  financial  problems,  and  HUD 
could  conceivably  become  a  permanent  owner. 
Recommendations  For  Existing  Developments  in  Financial  Difficulty 

Alleviations  of  the  major  financial  and  social  problems  in 
existing  subsidized  developments  will  require  changes  which  may 
be  described  as  both  fiscal  and  non-fiscal  in  nature.   A  fiscal 
change  is  designed  to  effect  direct  adjustments  in  project  income 
or  expense.   Changes  in  project  income  may  be  derived  from  upward 
revision  of  tenants'  rents  or  from  deeper  public  subsidies.   Such 
subsidies  may  consist  of  a  singly  lump  sum  or  a  continuing  stream 
of  income.   Changes  in  project  expense  may  be  constant,  as  by  a 
25  percent  reduction  in  the  permanent  level  of  mortgage  payments, 
or  variable,  by  removing  an  inflationary  item,  i.e.,  utilities, 
from  a  project  budget. 

Non-fiscal  changes  are  designed  to  cover  changes  in  the 
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behavior  of  participating  groups  In  housing  developments  —  govern- 
ment agencies,  owners,  managers  or  tenants.   The  consequences  of 
a  non-fiscal  change  may  be  financial,  as  when  cash  flow  Is  Im- 
proved by  reduction  of  red  tape  required  by  so-called  "piggyback" 
subsidies;  or  social,  as  when  Increased  tenant  participation 
generates  the  establishment  of  day  care  centers  or  the  organiza- 
tion of  cleanups.   The  social  consequences  of  non-fiscal  changes 
are  likely  to  have  some  ultimate  Impact  on  project  cash  flow  and 
this  report  Identifies  actions  which  would  be  beneficial  in  social 
and  financial  terms. 

Before  the  recommendations  for  restoring  the  fiscal  and 
operational  soundness  of  projects  are  discussed  in  detail,  two 
points  must  be  made.   First,  this  report  presents  a  "shopping 
list"  of  possible  types  of  changes,  not  tied  to  any  specific  de- 
velopment and  not  fully  designed  as  to  administrative  detail, 
but  arranged  in  order  of  the  relative  fiscal  impact  which  imple- 
mentation would  generate.   At  this  stage  of  policy  development, 
it  is  best  to  recognize  the  types  of  solutions  available  and  the 
types  of  development  to  which  they  may  be  applied. 

Second,  it  should  also  be  recognized  that  the  assignment  of 
blame  for  the  problems  of  existing  projects  is  an  area  of  signi- 
ficant controversy.   Particular  proposed  changes  may  be  perceived 
as  unjust  if  they  appear  to  "bail  out"  those  assumed  to  be  at 
fault.   The  recommendations  subsequently  cited  are  based  on  the 
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assumption  that  in  some  Instances  audits  or  technical  studies 
should  precede  taking  actions  which  would  shift  the  financial 
burdens  of  a  development  from  one  party  to  another.   What  is 
more  Important  in  this  respect  is  the  availability  of  a  public 
agency  to  play  a  mediator  role  which  is  credible  to  both  sponsors 
and  tenants.   Implicit  in  this  statement  is  the  assumption  that 
HUD-FHA  has  not  succeeded  in  serving  as  such  a  mediator.   Dis- 
cussion of  the  problems  associated  with  identifying  such  an  agency 
are  postponed  until  the  concluding  section  of  this  chapter, 

A.   Proposed  Fiscal  Changes 
(In  Order  of  Relative  Fiscal  Impact) 

Expense  Side: 

1.    Reduce  Debt  Service  Requirements 

A  number  of  devices  has  been  suggested  for  accomplishing 
a  reduction  in  debt  service  requirements,  most  of  which  involve 
additional  contributions  from  the  federal  government  toward  the 
principal  and/or  Interest  on  existing  mortgages. 

Because  Boston  has  a  large  number  of  221  (d)(3)  BMIR  de- 
velopments which  were  completed  within  the  last  few  years,  their 
higher  Interest  costs  and  normal  inflation  have  often  combined 
with  extraordinary  costs  associated  with  new  building  technolo- 
gies (mainly  pre-cast  construction)  or  community  opposition  to 
produce  debt  service  requirements  which  are  about  $350/unlt/year 
higher  than  in  comparable  Section  236  developments.   Thus,  debt 
service  could  be  reduced  substantially  for  such  projects  by 
converting  them  to  Section  236  developments. 
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Of  course,  residents  In  221  (d)(3)  projects  would  face 
rent  increases  after  conversion  to  Section  236  If  their  Incomes 
were  over  current  Section  236  limits.   Therefore,  the  Income  dis- 
tribution of  present  tenants  should  be  considered  before  conver- 
sion Is  chosen.   In  this  connection  It  should  be  pointed  out 
that  one  group  of  projects  with  both  low  tenant  Incomes  and 
serious  financial  problems  is  the  rehabilitated  portion  of 
Boston's  subsidized  housing  stock.   Although  many  of  the  problems 
in  221  (d)(3)  rehabilitated  developments  arise  from  relatively 
high  operating  expenses,  any  reduction  in  debt  service  through 
their  conversion  to  Section  236  could  compensate  for  the  down- 
ward adjustment  in  average  tenant  income  relative  to  new  construc- 
tion, which  limits  feasible  rents  in  these  projects.   Clearly, 
such  a  change  should  also  be  accompanied  by  efforts  to  reduce 
operating  expenses.   A  final  caveat  is  that  Section  236  calls 
for  a  larger  administrative  budget  than  does  Section  221  (d)(3). 
This  should  also  be  taken  into  account  in  computing  the  costs 
and  benefits  of  conversion. 

Other  devices  have  been  mentioned  which  amount  to  mortgage 
forgiveness  in  one  form  or  another.   The  owners  of  projects  in 
which  such  measures  are  taken  should  be  required  to  forfeit 
some  as  yet  undetermined  portion  of  the  benefits  of  ownership 
(limited  distributions,  equity,  tax  shelter,  etc.). 
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2.    Create  An  Operating  Escrow  from  Deferred  Mortgage  Payments 

Since  HUD  does  not  authorize  partial  mortgage  payments, 
mortgage  modifications  are  used  to  produce  temporary  increases 
in  cash  flow  by  suspending  principal  payments  (most  projects  in 
financial  difficulty  have  funds  in  excess  of  operating  expenses 
which  fall  short  of  meeting  full  debt  service.)   At  the  end  of 
the  modification  period  this  advantage  ceases  and  the  new  level 
of  mortgage  payments  is  slightly  higher  than  the  original  value. 
If  all  mortgage  payments  (both  principal  and  interest)  were 
suspended  for  a  given  period,  however,  and  the  monies  deposited 
in  an  escrow  account,  a  substantial  fund  could  be  created  in  a 
relatively  short  period.   Although  this  Is  tantamount  to  default, 
the  funds  would  be  retained  for  future  use  by  the  project. 

For  example,  a  two-year  suspension  of  debt  service  payments 
would  typically  create  a  fund  of  $l,HOQ/\in±t.      This  could  be 
used  for  catching  up  on  deferred  maintenance  or  could  be  invested 
to  produce  a  cash  flow  of  about  $80/unit/year  for  an  indefinite 
period.   While  mortgagees  would  not  look  favorably  on  this  device 
if  it  meant  that  they  would  sacrifice  the  interest  due  to  them, 
there  are  various  ways  In  which  the  missed  payments  could  be 
re-paid,  ranging  from  additional  government  subsidies  to  revision 
of  the  original  mortgage  terms.   This  measure  Is  not  strictly 
an  expense  device,  since  it  alters  expenses  with  the  objective 
of  producing  Income  at  a  later  date. 
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3-    Suspend  Payments  to  Replacement  Reserve  Fund 

Typically,  $50/unit/year  would  be  freed  by  the  elimination 
of  the  present  requirement  to  make  payments  to  the  replacement 
reserve  fund.   Although  this  simple  step  would  not  turn  most 
troubled  projects  around,  these  amounts  could  be  reallocated 
toward  other  expenses.   While  it  may  not  be  reasonable  to  abandon 
the  concept  of  the  reserve  fund  itself,  temporary  suspension  of 
payments  may  in  some  cases  be  preferable  to  mortgage  modification, 
since  the  latter  imposes  obligations  for  the  future.   Another 
possibility  would  be  to  use  the  accumulated  reserve  funds  to 
wipe  out  or  reduce  cumulative  operating  deficits,  while  continuing 
reserve  payments  to  rebuild  the  fund,  once  the  deficits  are 
eliminated. 
^.    Reduce  or  Stabilize  Property  Tax 

The  decision  of  Boston's  Assessing  Department  to  increase 
property  taxes  in  1973  on  subsidized  developments  not  covered 
by  legal  limited  dividend  arrangements  (MGL,  C.  121A)  will 
increase  expenses  by  $30-$40/unit/year  in  those  projects.   While 
it  may  be  unfashionable  in  a  period  when  equalized  full-value 
assessment  is  imminent  to  argue  for  an  exception,  it  is  certain 
that  the  present  property  tax  increase  is  beyond  the  means  of 
many  developments  and  that  any  future  increases  will  only  worsen 
the  situation.   Moreover,  these  were  piecemeal  tax  adjustments 
which  did  nothing  to  correct  tax  inequities  within  the  overall 
category  of  residential  property,  nor  to  equalize  assessments 
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wlthln  subgroups  of  residential  property  (new,  old,  multl- 
faraily-single  family,  outlying  neighborhood-Inner  neighborhood). 
5-         Remove  Some  Items  From  the  Project  Budget 

Developments  in  the  sample  showed  wide  variations  in  per- 
unit  utility  and  maintenance  expense.   In  cases  where  these  costs 
are  abnormally  high,  an  engineering  study  is  recommended  to 
determine  whether  the  excess  costs  are  due  to  physical  conditions 
(such  as  leaky  windows,  improper  insulation  or  poorly  maintained 
heating  plants)  or  carelessness  on  the  part  of  tenants. 

When  the  physical  plant  is  sound  and  efficient,  passing 
utility  costs  on  to  the  tenant  directly  would  have  the  effect  of 
eliminating  approximately  20  percent  in  overhead  costs  as  well 
as  supplying  tenants  with  information  on  their  own  efficiency 
in  the  use  of  utilities.   Removal  of  utilities  from  the  project 
budget  should,  of  course,  be  matched  by  a  corresponding  contract 
rent  reduction.   This  action  would  remove  one  of  the  most  in- 
flationary parts  of  project  budgets,  although  future  rate  increases 
would  have  to  be  borne  by  tenants.   The  primary  benefits  would 
thus  be  the  alleviation  of  any  rent  increase  applications  to  HUD, 
processing  delays,  the  elimination  of  the  overhead  cost  currently 
paid  by  tenants,  and  possible  savings  in  consumption  brought 
about  by  feedback  as  a  result  of  direct  billing. 

Charging  residents  for  certain  maintenance  items  or  permitting 
them  to  do  certain  repairs  themselves  are  practices  used  successful'' 
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by  several  managers.   The  arguments  favoring  such  a  practice 
are  essentially  the  same  as  those  used  in  the  case  of  utilities. 
The  counter-argument  raised  by  some  managers  is  that  there  would 
be  no  quality  assurance,  and  economies  of  scale  would  be  lost 
if  maintenance  were  decentralized.   Moreover,  in  developments 
where  tenants  feel  excluded  from  the  benefits  of  ownership,  it 
is  unlikely  that  residents  would  be  willing  to  assume  responsi- 
bility for  maintenance.   The  kind  of  project  where  this  re- 
commendation might  be  applied  most  advantageously  is  a  non- 
profit or  cooperative  development  managed  by  a  small  management 
firm  in  which  tenant-management  cooperation  is  already  established. 
6.    Make  Physical  Modifications  to  Heating  Systems 

When  study  of  a  building's  heating  system  discloses  defects 
in  design  or  performance,  a  variety  of  alterations  may  be 
warranted:   improved  weather-proofing  of  buildings,  revised  pre- 
ventive maintenance  practices,  conversion  of  the  heating  system, 
etc.   The  costs  of  analyzing  the  performance  of  the  heating 
system  could  be  borne  by  expenditures  from  a  project's  replace- 
ment reserve  fund,  or  in  the  case  of  rehabilitated  or  new- 
technology  buildings,  from  HUD  Research  and  Technology  funds 
as  a  part  of  a  demonstration  program.   The  identification  of  who 
should  bear  the  costs  of  any  modifications  deemed  necessary 
should  be  determined  by  the  engineering  study's  results.   That 
is,  if  specifications  were  found  to  be  at  fault,  FHA  or  the 
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sponsors   might  have  to  assume  the  costs  of  rectifying  the  error. 
It  Is  recognized  here  that  an  engineering  study  alone  cannot 
unravel  the  complex  legal  questions  raised  by  the  expiration 
of  performance  guarantees.   It  Is  conceivable  that  the  best  course 
would  be  for  HUD  to  Interpret  the  Regulatory  Agreement  as  giving 
it  the  power  to  require  the  owner  to  undertake  certain  expenses 
as  part  of  its  guarantee  to  provide  for  management  services 
satisfactory  to  HUD,  with  the  justification  that  eventual  savings 
could  be  effected  and  foreclosure  averted.   Developments  in  which 
fuel  costs  are  presently  excessive  might  save  as  much  as  $100/ 
unit/year  if  their  expenses  were  brought  within  the  range  ex- 
perienced by  most  projects. 
7-    "Shop"  for  Vendors  and  Combine  Purchasing  Agreements 

Many  developments  have  recently  been  able  to  reduce  fire 
Insurance  expenses  by  shopping  for  other  companies  or  by  reducing 
their  frequency  of  claims  (reporting  only  major  fire  losses 
while  absorbing  small  losses  into  the  maintenance  budget). 
Savings  have  also  been  reported  in  auditing  expenses  by  dealing 
with  less  prestigious,  but  equally  competent  accountants. 
Managers  of  some  developments  built  with  similar  technology 
are  developing  cooperative  purchasing  agreements  as  a  technique 
for  securing  better  prices  on  maintenance  and  cleaning  materials. 

Reduction  in  insurance  expenses  have  amounted  to  $50/unlt/ 
year  in  developments  which  originally  were  forced  to  pay  the 
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hlgher  rates  associated  with  the  FAIR  Plan.   Audit  savings 
could  run  as  high  as  $1, 000/proj ect/year,  with  the  savings 
per  unit  dependent  on  project  size.   It  should  be  noted  that 
Items  such  as  Insurance  and  auditing,  while  typically  more 
costly  than  original  budget  estimates,  are  not  the  most  In- 
flationary portions  of  a  development's  expenses.   Savings 
effected  In  these  lines  would  therefore  be  approximately 
constant.   By  contrast,  any  savings  effected  In  costs  of  main- 
tenance materials  would  effectively  reduce  one  of  the  rapidly- 
growing  parts  of  a  project's  expenses. 
Income  Side: 
1.    Bring  Rent  Increase  Requests  Up  To  Date 

The  HUD  Area  Office  has  Increased  Its  mortgage  servicing 
staff  and  Is  moving  toward  Implementation  of  a  recent  admini- 
strative requirement  that  all  rent  Increase  requests  be  acted 
on  within  30  days  of  their  submission.   It  should  be  pointed 
out,  however,  that  full  Implementation  of  HUD's  rule  will 
produce  substantial  rent  Increases  for  most  projects.   Most 
current  rents  allow  for  expenses  that  are  one  to  two  years  out 
of  date.   Thus,  only  In  developments  where  tenant  Incomes  are 
at  or  above  the  current  limits  will  the  resulting  rents  be 
feasible.   In  developments  with  serious  financial  problems, 
many  or  most  tenants  will  be  unable  to  afford  realistic  rents 
and  other  sources  of  project  Income  or  reductions  in  expense 
will  have  to  be  generated. 
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2.  Allow  Automatic  Pass-Through  of  Tax  and  Utility  Rate  Increases 
Allowing  tax  and  utility  rate  increases  to  be  passed 

through  to  tenants  would  simply  eliminate  a  complicated  and 
lengthy  process  of  HUD  approving  actions  which  it  never  questions 
anyway.   Some  kind  of  documentation  should  be  given  to  HUD,  of 
course.   Increases  in  utility  consumption  should  still  be  sub- 
ject to  HUD  review,  since  they  may  reflect  improper  maintenance 
practices . 

This  recommendation  for  allowing  automatic  pass-through 
to  tenants  of  utility  rate  increases  is  a  less  desirable 
alternative  however,  than  eliminating  utilities  from  project 
budgets. 

3.  Provide  Supplementary  Temporary  Operating  Subsidies  to      ; 
Most  Troubled  Developments  I 

Adoption  of  this  recommendation  is  tantamount  to  acceptance 
of  the  notion  that  HUD's  acquiescence  in  understatement  of 
operating  costs  of  developments  during  the  planning  stage  has 
contributed  to  their  present  financial  problems  by  attracting 
an  over-concentration  of  very  low  income  tenants  who  cannot 
afford  realistic  rents. 

While  there  are  many  possible  forms  for  an  operating 
subsidy,  such  as  grants  to  the  project  as  a  whole  or  expanded 
use  of  leased  housing  and  rent-  supplement  "piggy-back" 
subsidies,  certain  overall  characteristics  must  be  established 


-187- 


b.  Consolidate  Management  Services  in  Small  Projects 

In  many  small  developments,  the  ability  to  achieve  savings 
in  project  expenses  such  as  maintenance  and  Insurance  is 
hampered  by  the  absence  of  substantial  buying  power.  Some  pro- 
jects make  up  for  this  by  employing  resident  all-round  handymen 
who  can  perform  many  repairs  at  less  than  the  cost  of  an  outside 
trade  specialist.  However,  this  kind  of  person  is  hard  to  find 
and  there  is  still  difficulty  obtaining  materials  in  quantities 
which  make  price  bargaining  possible. 

In  such  situations  two  possibilities  could  make  more 
effective  use  of  project  funds:    several  small  projects  located 
in  the  same  area  engaging  the  same  firm; or  any  given  project 
hiring  a  large  management  firm  capable  of  achieving  economies 
of  scale. 

c .  Create  Incentives  for  Management  Involvement  in  the 
Development  of  Community 

Many  managers  expressed  recognition  of  the  positive  effects 
in  the  development  of  a  sense  of  community  and  mutual  dependence 
within  their  subsidized  housing  projects,  but  complained  that 
the  available  incentives  tend  to  nullify  this  role.   Management 
fees  are  barely  adequate  to  cover  the  basic  requirements  of 
property  management,  and  management  often  finds  itself  identified 
by  tenants  as  antagonistic  to  their  interests. 

The  above  dilemma  illustrates  that  although  the  system  of 
subsidized  housing  is  unduly  complicated  by  the  multiplicity 
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of  requirements,  the  system  falls  to  provide  feedback  which 
can  be  useful  to  support  the  making  of  difficult  decisions. 
Those  managers  who  do  work  conscientiously  toward  community 
organization  goals  say  that  they  are  not  paid  adequately  for 
their  time  now,  but  that  the  alternative  is  alienation  of 
tenants. 

One  important  missing  ingredient  is  the  application  of 
models  of  successful  socially-oriented  management.   Another  is 
HUD's  present  inability  to  evaluate  managers  and  reward  ex- 
ceptional accomplishments.   The  HUD  Management  Guide  contains 
many  important  and  useful  concepts,  but  it  fails  to  address 
squarely  the  problems  faced  by  the  representative  of  the  owner 
in  implementing  the  social  goals  articulated.   Professional 
associations  and  the  National  Center  for  Housing  Management 
should  help  in  the  promotion  of  models  of  success  and  HUD 
should  develop  incentives  to  strengthen  the  objectives  it  pro- 
motes . 
2-    Convert  Projects  to  Cooperatives  or  Condominiums 

Several  limited  dividend  sponsors  in  the  Boston  area  have 
indicated  an  interest  in  divesting  themselves  of  some  of  their 
projects,  either  because  of  untenable  polarization  with  tenants 
or  because  of  losses  being  experienced.   Such  owners  might  be 
willing  to  bargain  over  price  in  exchange  for  the  opportunity 
to  reduce  future  losses. 
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This  type  of  situation  may  be  suitable  for  the  creation 
of  a  cooperative  or  condominium,  provided  that  certain  conditions 
were  met.   First,  experience  has  shown  that  inadequate  prepara- 
tion of  tenants  for  cooperative  ownership  can  dissipate  its 
economic  and  social  benefits.   Second,  the  transfer  of  owner- 
ship should  result  in  a  net  lowering  of  debt  service  requirements 
or  the  benefits  to  the  new  owners  could  be  marginal  (most  of  the 
benefits  would  be  through  reduced  expenses  resulting  from  greater 
tenant  participation  in  decision-making,  not  through  income  tax 
savings). 

To  meet  these  conditions,  HUD  should  set  physical  and 
organizational  standards  and  require  a  period  of  successful 
operation  before  the  obligations  of  the  original  owners  cease. 
HUD  should  also  finance  the  technical  assistance  of  newly-formed 
cooperative  boards  or  condominium  corporations. 
3.     Activate  Foreclosure 

Foreclosure  is  a  condition  that  owners  could  activate 
through  their  own  decisions.   Likewise,  HUD  could  choose  to  fore- 
close many  projects  toward  which  it  has  demonstrated  lenience 
in  the  past.   In  fact,  there  are  at  least  eight  developments  in 
the  Boston  area  which  are  in  or  near  foreclosure  proceedings. 
The  threat  of  foreclosure  could  overtake  many  more  projects  if 
current  trends  continue.   Temporarily,  at  least,  foreclosure 
could  benefit  projects  which  have  been  substantially  undermaln- 
talned  by  allowing  all  of  the  rental  income  to  go  toward  operating 


-190- 


expenses.   By  the  Judicious  selection  of  management  firms,  HUD 

could  assure  that  the  social  needs  of  a  development  were  not 

ignored.   In  at  least  one  foreclosed  development,  HUD  has 

selected  a  management  firm  which  has  succeeded  in  drawing  praise 

from  its  tenants. 

The  problem  with  this  approach,  however,  is  that  there  has 

been  little  or  no  experience  with  the  disposition  of  HUD-owned 

multlfamily  developments  in  Boston  and  inadequate  evidence  of 

its  short  and  long-term  effects  and  implications.   Nevertheless, 

this  may  emerge  as  the  prudent  course  if  the  current  debate  over 

the  future  of  housing  subsidies  produces  more  viable  techniques 

for  financing  and  managing  multlfamily  subsidized  housing. 

Basic  Issues  for  Future  Housing  Subsidy  Policies:   General 
Conclusions  and  Recommendations 

Although  federal  subsidy  programs  have  contributed  to  the 

development  of  thousands  of  new  and  rehabilitated  housing  units 

in  the  Boston  area,  unanticipated  negative  consequences  have 

accompanied  the  construction  and  operation  of  many  projects. 

These  experiences  threaten  the  future  use  of  production  subsidies 

tied  directly  to  supplying  housing  for  low  and  moderate  income 

families.   Nevertheless,  housing  production  strategies  will 

doubtless  be  needed  in  the  future  in  some  urban  areas,  regardless 

of  whether  housing  allowances  or  other  types  of  demand-oriented 

strategies  are  implemented.   Even  if  consumer  subsidies  become 

widespread,  all  metropolitan  areas  will  still  require  more  housing 
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for  low  and  moderate  Income  families  which  will  be  too  ex- 
pensive for  the  private  market  to  produce  without  the  incentive 
of  additional  subsidies  for  the  housing  entrepreneur. 

This  section  of  the  report,  then,  presents  conclusions 
about  the  problems  which  underlie  the  221  (d)(3)  and  236  subsidy 
programs  as  they  have  been  applied  to  Boston, and  offers  tentative 
recommendations  about  how  these  problems  might  be  avoided  in 
the  design  and  implementation  of  future  housing  programs.   The 
recommendations  are  necessarily  tentative  because  (1)  we  do  not 
know  how  applicable  they  are  in  other  parts  of  the  country;  and 
(2)  we  have  not  studied  them  in  sufficient  enough  depth  to 
identify  unforeseen  secondary  difficulties.   We  are  confident, 
however,  that  these  conclusions  require  greater  understanding 
if  housing  production  programs  are  to  avoid  the  pitfalls  of 
existing  projects. 

1.   Conclusions:   Implementation  of  housing  production 
programs  have  been  confused  by  the  multiplicity  of  goals  that 
have  been  applied  to  the  programs.   The  overall  mandate  of  the 
221  (d)(3)  and  236  programs,  as  defined  in  federal  policy,  was 
to  produce  more  housing  for  low  and  moderate  income  families 
who  could  not  find  decent  housing  at  a  reasonable  price  on  the 
private  market.   When  the  programs  were  in  fact  implemented, 
however,  their  basic  purpose  was  confused  by  a  proliferation  of 
supplementary  goals.   Worthy  in  themselves,  they  collectively 
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provoked  delays,  conflicts  and  higher  costs.   In  Boston,  where 
housing  construction  and  operating  costs  are  already  high,  the 
extra  cost  of  fulfilling  these  other  objectives  strained 
projects  financially.   Subsidized  developments  lacked  sufficient 
financial  margin  to  absorb  the  cost  of  such  ancillary  goals  as 
training  minority  construction  workers,  overcoming  or  riding 
out  community  opposition  to  government-sponsored  housing, 
developing  new  construction  technologies,  or  meeting  politically- 
determined  rent  schedules. 

A  previous  section  of  this  report  cited  these  supplementary 
goals  as  major  causes  of  chronic  financial  problems  in  many  inner 
city  projects.   These  same  goals  can  also  be  identified  as  parts 
of  a  syndrome  which  has  frequently  raised  the  cost  of  housing 
programs  in  the  United  States.   This  syndrome  is  the  temptation 
to  make  housing  serve  non-housing  social  goals.   It  goes  back  to 
the  19th  century,  when  housing  improvement  was  advocated  as  the 
way  to  rid  poor  communities  of  disease.   During  the  depression, 
public  housing  was  instituted  in  order  to  provide  jobs  for  the 
unemployed,  and  to  clear  slums.   Built  into  the  natural  require- 
ments of  the  221  (d)(3)  and  236  housing  programs  are  the  Davis- 
Bacon  provisions  which  declare  that  construction  workers  on 
federally-funded  projects  must  be  paid  prevailing  wages.   This 
requirement  raises  the  cost  of  developing  housing  and  diverts 
some  of  the  benefits  of  housing  subsidies  away  from  low  income 


-193- 


tenants  to  higher  income  construction  workers.   There  is  a 
significant  difference,  however,  between  such  national  require- 
ments and  the  ancillary  goals  which  evolved  in  Boston.   With 
respect  to  requirements  built  into  the  housing  programs  nationally, 
both  developers  and  HUD  could  foresee  the  added  costs,  and  they 
could  compute  these  costs  precisely  when  preparing  project 
financial  estimates. 

Certain  ancillary  goals,  however,  were  either  not  foreseen 
because  they  appeared  after  development  began  (e.g.,  training 
minority  workers,  overcoming  community  opposition,  or  salvaging 
the  wreckage  of  riots);  or  else,  if  they  were  anticipated  before 
construction  began,  their  exact  cost  was  not  known  and  typically 
was  underestimated,  e.g.,  developing  new  building  technologies 
or  (after  1970)  providing  relocation  and  training  minority  workers. 
When  the  earliest  221  (d)(3)  projects  were  developed  in  Boston 
during  the  late  1960's,  neither  HUD  nor  the  developers  anticipated 
the  controversies  associated  with  relocation  planning  or  hiring 
and  training  minority  construction  workers.   Accommodation  to 
these  social  requirements  became  the  quid  pro  quo  for  completing 
projects  in  inner  city  areas  whose  residents  resented  these  govern- 
ment programs.   When  their  additional  costs  surfaced  during  con- 
struction, project  budgets  had  to  be  juggled  in  order  to  cover 
them.   The  additional  expenses  increased  development  costs  and 
thereby  added  to  the  original  debt  service  of  projects.   Increased 
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debt  service,  in  turn,  reduced  the  amount  of  money  available 
for  ongoing  operating  expenses  and  generally  squeezed  projects 
financially.   Higher  rents  were  not  authorized  to  cover  these 
unanticipated  costs. 

The  addition  of  ancillary  goals  has  clearly  not  been  unique 
to  Boston.   Serving  such  secondary  goals  Is  an  Implicit  mandate 
of  the  federal  conceptualization  of  the  housing  programs,  but 
the  additional  financial  costs  Imposed  thereby  restrict  any 
legitimate  efforts  to  serve  Inner  city  housing  needs. 

Recommendation:   If  housing  subsidies  are  to  serve 
ancillary  goals,  then  the  government  should  explicitly  provide 
additional  funds  to  cover  their  costs. 


2 .   Conclusion:   Successful  development  and  management 
of  projects  has  been  hampered  by  a  diffusion  of  responsibility 
within  HUD.   HUD's  Boston  Area  Office  was  not  staffed  adequately   | 
or  efficiently  to  implement  221  (d)(3)  and  236  programs.   It  was 
never  organized  to  handle  such  complex  operations.   No  one  person 
or  office  within  HUD  had  overall  responsibility  for  either  whole 
projects  or  entire  aspects  thereof.   Each  person  or  office 
assigned  to  a  project  was  only  responsible  for  a  small  part  of 
its  development  or  management.   Decision-making  was  narrowly 
compartmentalized,  as  HUD  officials  circumscribed  their  respon- 
sibilities to  very  particular,  foreseeable  phases  of  development 
or  management.   The  unanticipated  but  major  problems  fell  outside 
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In  two  locations,  depending  on  the  dynamics  of  local  housing 
markets,  developers,  and  the  local  application  of  federal  sub- 
sidles.   These  differences  should  be  acknowledged,  and  Individual 
HUD  offices  organized  accordingly. 

Recommendation:   When  housing  programs  are  designed,  the 
supervising  government  agencies  must  have  a  staff  which  is 
adequate  in  numbers,  training,  and  organization  to  respond  to 
any  problems  which  arise. 

3.   Conclusions:   Under  great  pressure  to  produce  housing, 
HUD's  role  of  housing  initiator  conflicted  with  its  more  tradi- 
tional role  as  monitor  of  subsidized  housing.   In  Boston,  strong 
political  pressure  to  produce  subsidized  housing  came  from  both 
the  federal  and  city  governments.   Since  1967,  when  Boston  was 
selected  by  national  HUD  officials  as  the  site  of  a  large  demon- 
stration of  subsidized  housing  rehabilitation  —  the  so-called 
Boston  Rehabilitation  Program  or  BURP  —  its  local  HUD  office 
was  under  especially  strong  pressure  from  Washington  to  produce 
subsidized  housing.   In  this  political  climate,  the  local  HUD 
office  became  the  initiator  in  housing  development  as  if  meeting 
production  quotas;  that  is,  the  local  HUD  office  actively  sought 
private  developers  and  invited  them  to  participate  in  government 
housing  programs.   This  role  of  encouraging  developers  to  parti- 
cipate tended  to  diminish  HUD's  forcefulness  in  monitoring 
development  activities.   The  local  HUD  Office  felt  obligated  to 
give  priority  to  facilitating  production,  giving  insufficient 
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heed  to  quality,  budgets  or  management.   Even  after  the  BURP 
demonstration  program  ended,  local  HUD  officials  continued  their 
production  orientation. 

Aware  of  HUD's  attitude  and  actions,  a  few  shrewd  developers 
took  advantage  of  the  situation.   They  requested  large  change 
orders  and  rent  increases;  they  let  construction  defects  slide, 
confident  that  HUD's  desire  to  get  housing  up  would  prevent  it 
from  moving  against  them.   Usually,  their  gamble  paid  off. 

Large  professional,  for-profit  developers  who  could  exploit 
the  situation  at  HUD  were  not  the  only  entities  coming  into  HUD 
with  221  (d)(3)  and  236  project  proposals.   By  the  end  of  the 
sixties,  many  community  groups  without  previous  housing  experience 
became  interested  in  developing  housing.   Their  participation  in 
221  (d)(3)  and  236  development  was  aggressively  promoted  by  the 
Boston  Redevelopment  Authority,  which  felt  great  political 
pressure  to  involve  community  groups  in  filling  designated  urban 
renewal  sites  with  housing.   Earlier  in  the  decade,  the  BRA  had 
been  heavily  criticized  for  its  widespread  demolition  as  well 
as  its  treatment  of  community  groups,  and  it  was  anxious  to 
repair  this  image  by  helping  groups  to  become  developers.   Un- 
fortunately, BRA  encouragement  was  often  untempered  by  much 
consideration  of  whether  the  groups  had  the  resources  and  experi- 
ence to  carry  through  successfully  the  complex  task  of  developing 
subsidized  housing.   Unlike  professional  developers,  the  community 
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groups  often  lacked  experience  and  financial  savvy.   HUD  and 
the  BRA  were  eager  to  have  them  undertake  projects,  but  offered 
too  little  technical  assistance.   Thus  community  sponsors  also 
developed  projects  with  Inadequate  operating  budgets  and  these 
developments  often  experienced  large  cost  overruns  which  under- 
mined the  financial  stability  of  projects. 

While  there  Is  no  evidence  of  corrupt  or  Illegal  abuses 
of  the  subsidy  programs  In  Boston,  a  much  larger  range  of 
Imprudent  and/or  counter-productive  actions  has  troubled  many 
projects.   HUD's  acquiescence  In  these  decisions  Is  In  large 
part  attributable  to  Its  excessive  emphasis  on  production,  at 
the  expense  of  the  consumer  Interests  of  tenants  and  the  cost- 
effectiveness  concerns  of  taxpayers. 

Recommendation:   the  functions  of  Initiating  housing  pro- 
jects should  be  clearly  separated  from  the  task  of  overseeing 
production. 

H .   Conclusion:   The  lack  of  continuing  Incentives  for 
quality  management  throughout  the  life  of  projects  has  been  de- 
trimental.  The  221  (d)(3)  and  236  housing  programs  contain  few 
incentives  for  good  management  and  few  sanctions  for  bad  manage- 
ment, as  long  as  projects  manage  to  avoid  foreclosure.   Managers 
receive  an  Inadequate  fee  —  5  percent  of  rental  Income  — 
regardless  of  their  performance.   Without  any  proverbial  carrots 
or  sticks  to  offer  managers,  HUD  has  been  hard-pressed  to  in- 
fluence the  operation  of  projects.   Although  it  provides  very 
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substantial  benefits   for  developers  and  sponsors  of  projects, 
these  benefits  are  mostly  obtained  before  projects  are  occupied, 
and  in  no  case  are  they  tied  to  the  successful  operation  of 
projects,  so  long  as  they  manage  to  avoid  being  foreclosed. 
Barring  foreclosure,  developers  have  little  financial  stake  in 
the  success  of  project  management.   They  continue  receiving 
benefits  regardless  of  the  scope  or  quality  of  services  pro- 
vided to  tenants. 

In  purely  private  market  housing,  the  sponsors  of  new 
rental  developments  are  generally  conscious  of  the  long-term 
costs  of  installed  equipment  because  their  profits  are  linked 
to  the  financial  success  of  the  housing  after  occupancy.   These 
sponsors  consider  the  long-run  cost  advantages  of  installing 
better  but  more  expensive  equipment  or  materials.   But  the 
sponsors  of  221  (d)(3)  and  the  236  projects  lacked  similar 
incentives  for  such  cost  accounting  because  their  profits  were 
achieved  before  the  first  tenant  moved  in.   This  is  the  key 
way  that  the  massive  subsidies  (both  to  developers  and  tenants) 
of  the  housing  programs  nullified  the  vital  checks  and  balances 
of  the  conventional  housing  market. 


4.     These  benefits  include  the  Builders'  and  Sponsors'  Profit 
and  Risk  Allowance  (BSPRA),  the  sale  of  tax  shelter  syndication, 
and  tax  shelter  benefits  per  se. 
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Slnce  1971  HUD  has  expanded  Its  concerns  for  management 
during  project  development  —  but  largely  through  more  required 
submissions  on  the  part  of  developers.   The  changes  were 
prompted  partly  by  bad  experiences  with  newly-occupied  projects 
and  partly  by  directives  from  Washington  stressing  more  attention 
to  management.   It  is  too  early  to  tell  whether  these  changes 
constitute  a  substantial  improvement,  or  whether  they  simply 
add  to  the  blizzard  of  paperwork.  • 

Recommendation:   Legislation  authorizing  continuance  of 
the  Section  236  program  should  add  to  existing  incentives 
designed  to  promote  housing  production  supplementary  incentives 
which  will  correct  shortcomings  in  financial  performance  and 
management  of  236  projects.   Such  housing  incentives  should  be 
spread  over  the  life  of  the  housing,  rather  than  front-ended 
in  the  production  phase. 

5.   Conclusion:   "Red  tape  blight"  affects  many  projects. 
Increasing  their  operating  costs  and  creating  administrative 
problems  for  managers.   "Red  tape  blight"  refers  to  the  costs 
incurred  in  performing  required  paperwork  and  administrative 
procedures  by  project  managers  resulting  from  overlapping 
jurisdictions  and  conflicts  among  public  agencies.   In  Boston, 
the  number  of  regulating  agencies  has  multipled  as  subsidies 
have  been  piggy-backed.   For  example,  when  leased  housing  sub- 
sidies were  added  to  available  project  subsidies,  the  Boston 
Housing  Authority  was  given  the  jurisdiction  over  them.   When 
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property  tax  arrangements  were  added,  the  City  of  Boston's 
Assessing  Department  also  gained  special  jurisdiction.   Projects 
within  the  municipal  limits  of  the  City  of  Boston  come  under 
the  authority  of  the  Boston  Rent  Board  although  HUD  maintains 
final  approval  over  their  rents.   Each  public  agency  in  the 
subsidized  housing  picture  has  established  its  own  independent 
procedures  which  must  be  followed  by  housing  managers.   The 
manager  of  any  subsidized  project  must  meet  the  requirements 
of  each  Intermediary  while  orchestrating  his  dealings  with  all 
of  them.   The  resulting  administrative  cost  of  this  red  tape 

has  been  estimated  to  run  as  high  as  $170-$215  per  unit  per 

5 
year.  ^ 

The  housing  managers'  dealings  with  public  agencies  are 

complicated  by  each  agency's  special  interpretation  of  the  basic 

housing  programs;  each  agency  extends  its  jurisdiction  as  far 

as  possible,  even  when  overlapping   another  agency's  activities. 

For  instance,  in  Boston,  although  HUD  has  authority  to  regulate 

rent  Increases  in  all  subsidized  housing  projects,  the  city's 

Rent  Board  has  been  dissatisfied  with  HUD's  performance  and  has 

claimed  that  it,  too,  has  authority  to  monitor  rents.   In 

addition,  the  Boston  Housing  Authority  demands  that  it  also  rule 

on  rent  increases  affecting  leased  housing  tenants.   None  of 

the  three  agencies  will  trust  or  delegate  this  function  to  any 

other  agency  while  conceding  in  private  that  the  present 


Elvlng,  Public  Subsidies  and  Private  Managers,  op. clt 
p.  26. 
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procedures  are  absurd  and  redundant.   The  result  Is  that  some 
housing  managers  must  process  requests  for  rent  Increases 
through  three  public  agencies  in  turn,  involving  great  time 
and  expense.   Many  such  conflicts  and  overlappings  of  agency 
authority  exist  in  Boston,  and  the  developments,  in  one  way  or 
another,  pay  the  price. 

Since  one  reason  for  continued  intervention  by  local 
agencies  in  rent  increase   requests  is  the  need  to  assure  com- 
pliance with  minimum  housing  standards,  that  responsibility 
should  be  delegated  to  the  agency  whose  report  would  be  accepted 
by  HUD,  the  Rent  Board  and  the  Boston  Housing  Authority.   In 
Boston,  the  Housing  Inspection  Department  would  be  the  logical 
entity  (especially  if  the  Mayor's  proposed  consolidation  of 
inspectional  services  becomes  a  reality).   Then  HUD  alone  could 
be  responsible  for  reviewing  rent  increase  requests  and  agree 
to  condition  them  on  the  correction  of  serious  code  violations, 
in  much  the  same  way  as  the  Rent  Board  and  the  BHA  now  do. 
Similarly,  if  HUD  established  administrative  procedures 
authorizing  tenant  comment  on  rent  increase  requests  (including 
the  assignment  of  adequate  HUD  staff  to  give  these  procedures 
priority  status), this  would  enable  the  Rent  Board  to  eliminate 
its  function  of  advocate  for  tenant  interests. 

Since  a  rent  increase  applicable  to  a  unit  covered  by  a 
Rent  Supplement  or  Leased  Housing  subsidy  necessarily  raises 
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HUD's  rent  subsidy  obligation,  the  departments  of  the  HUD  Area 
Office  administering  these  subsidy  programs  should  be  notified     ■ 
of  such  rent  increases  and  the  required  funds  should  be  allocated 
to  the  local  housing  authority  or  the  rent  supplement  office. 

Similarly,  many  local  agency  objections  to  rent  increases 
are  based  on  tenants'  expressions  of  inability  to  pay,  claims 
verified  by  the  tenant  survey  portion  of  this  study.   If  project 
finances  were  restructered  as  suggested  above  under  Recommendations 
for  Existing  Developments  in  Financial  Difficulty,  the  tendency 
of  local  agencies  to  play  an  obstructionist  role  relative  to 
rent  increase  applications  would  be  diminished.   Elimination 
of  local  agency  rent  regulation  roles  would  also  significantly 
reduce  the  reporting  requirements  of  subsidized  housing  develop- 
ments . 

Recommendation:   Eliminate  the  review  by  the  Boston  Rent 
Board  and  Boston  Housing  Authority  over  rent  increases  by  intro- 
ducing HUD  review  in  accordance  with  the  following  procedure:   i) 
a  requirement  that  serious  housing  code  violations  be  eliminated 
prior  to  implementation  of  the  rent  increase  request;  ii) 
establishing  an  adm.inistrative  mechanism  authorizing  tenant  input 
into  rent  application  decisions;  and  iii)  automatically  allocating 
the  additional  subsidy  funds  required  by  rent  increases  to  the 
appropriate  administrative  agencies.   This  recommendation  would 
carry  greater  weight  if  the  provisions  of  Recommendation  4  (page  19 
were  implemented. 


APPENDIX  A.   TENANT  SURVEY  METHODOLOGY 

Introduction 

A  study  of  subsidized  housing  developments  in  the  Boston 
Metropolitan  Area  was  undertaken  by  the  Boston  Urban 
Observatory  (BUO)  In  cooperation  with  the  Boston  Redevelopment 
Authority(BRA) .   The  purpose  of  the  study  was  to  determine  the 
reasons  for  financial  difficulties  of  Boston's  subsidized 
housing  developments  and  to  assess  the  impact  of  these  diffi- 
culties on  the  quality  of  housing  serves  delivered  to  tenants. 
At  the  heart  of  the  project  was  the  City's  future  policies 
for  providing  low  and  moderate  cost  housing,  and.  the  development 
of  guidelines  to  Improve  the  fiscal  and  operating  soundness  of 
the  present  program. 

The  overall  study  design  called  for  three  types  of  analyses 
(1)  a  financial  analysis  of  a  sample  of  36  projects;  (2)  an 
analysis  based  on  semi-structured  interviews  with  owners  and 
management  representatives  of  these  projects;  and  (3)  an 
analysis  of  an  interview  survey  of  a  sample  of  tenants. 

In  October,  1972,  the  Survey  Research  Program  (SRP) 
entered  into  a  contract  with  the  Boston  Urban  Observatory  (BUO) 
to  carry  out  a  survey  of  approximately  275  tenants  living  in 
subsidized  housing  projects  located  in  various  neighborhoods 
within  the  city  of  Boston. 

The  involvement  of  community  representatives  was  con- 
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sldered  Important  to  the  conceptualization  of  Interview 
objectives.   Therefore,  with  the  help  of  Action  for  Boston 
Community  Development,  Inc.,  (ABCD),  various  Area  Planning 
Action  Council  (APAC)  directors  of  the  neighborhoods  Involved 
In  this  study  were  contacted.   They  attended  Initial  meetings 
during  which  study  objectives  and  design  were  discussed,  they 
were  given  a  draft  of  the  Interview  schedule  for  review  and 
comments,  and  they  participated  In  the  review  of  the  pre-test 
questionnaire. 

Whereas  the  development  of  the  questionnaire  was  the 
result  of  a  joint  effort  of  all  parties  involved,  data  collection 
procedures,  such  as  sampling  and  field  interviewing,  coding  and 
data  processing  were  tasks  for  which  the  SRP  was  primarily 
responsible.   This  report  will  briefly  review  and  evaluate  the 
methodology  used  to  carry  out  this  survey. 
Study  Objectives  and  Questionnaire  Development 

The  tenant  survey  was  seen  as  an  important  and  integral 
part  of  the  overall  study.   Since  government  policies,  in 
combination  with  the  actions  of  private  developers  and  sponsors 
of  subsidized  multi-family  rental  housing,  are  meant  to  generate 
satisfactory  housing  for  low  Income  families,  the  perceptions 
of  the  tenants  themselves  are  crucial  in  the  overall  evaluation 
of  this  kind  of  housing.   In  particular,  a  key  Issue  was  the 
way  the  fiscal  difficulties,  com.mon  to  the  projects  in  the 
program,  affected  the  quality  of  housing  and  related  services 
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dellvered.   However,  the  research  question  was  not  merely  to 
measure  tenants'  satisfaction  with  their  housing,  but  also  to 
get  at  the  reasons  people  were  satisfied  or  dissatisfied.   In 
addtlon  to  evaluation  of  specific  housing  and  neighborhood 
attributes,  tenants'  perceptions  of  maintenance  and  management 
were  considered  possible  determinants  of  tenant  satisfaction. 
Another  objective  was  to  compare  tenants'  perceptions  with 
the  project  managements'  view  of  specific  problems  and  Issues 
concerning  the  project.   Based  on  the  overall  objectives  an 
Interview  schedule  was  prepared  and  pre-tested.   Five  SRP 
Interviewers  conducted  the  pre-test  with  22  respondents. 
Necessary  revisions  were  made  and  the  final  Interview  schedule 
provided  data  In  the  following  major  areas: 

1.  Residential  history 

2.  Evaluations  of  dwelling  unit,  project,  neighborhood 
and  public  services 

3.  Housing  expenditures 

4.  Evaluation  of  maintenance  and  management 

5.  Tenant  activities 

6.  Demographic  background  Information 
Sampling  Procedures 

Budget  limitations  dictated  a  sample  that  would  yield 
approximately  275  Interviews. 

With  a  sample  of  fixed  size,  there  is  a  basic  trade-off 
between  the  reliability  of  estimates  of  individual  projects 


1.    The  questionnaire  is  Included  in  Appendix  F, 


-208- 


(whlch  Is  dependent  on  the  number  of  interviews  in  a  given 
project)  and  the  reliability  of  estimates  for  categories  of 
projects  (e.g.,  rehab  vs.  new  construction),  which  is  contingent 
on  the  number  of  different  projects  in  a  category.   To  illustrate 
the  latter  point,  in  the  extreme  case,  if  there  were  only  two 
rehab  projects  sampled,  one  would  not  know  whether  to  attribute 
the  responses  from  their  tenants  to  the  rehab  variable  or  to 
one  of  various  other  characteristics  unique  to  those  two  pro- 
jects. 

It  was  decided  to  select  a  sample  that  would  yield  about 
10  interviews  from  27  different  projects.   Although  10  inter- 
views are  not  enough  to  provide  reliable  project  estimates, 
it  was  felt  to  be  the  best  mix  possible  to  identify  relation- 
ships between  project  characteristics  and  tenant  perceptions. 

The  projects  studied  were  limited  to  those  located  in  the 
city  of  Boston,  in  or  near  the  core.   The  reason  for  this  re- 
striction was  that  such  projects  constituted  the  majority  of 
those  in  fiscal  difficulty.   It  was  felt  desirable  to  put  the 
maximum  investment  in  understanding  the  variations  in  fiscal 
well-being  of  those  projects  that  were  most  prone  to  having 
financial  difficulties. 

Projects  were  also  stratified  by  type  of  construction  (new 
and  rehab),  degree  of  financial  difficulty,  and  type  of  owner- 
ship in  order  to  insure  some  representation  of  each  type.   The 
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result  was  not  a  probability  sample  of  projects;  In  some  cases 
the  small  number  of  cases  In  a  cell  meant  they  were  all  taken. 
However,  although  we  cannot  be  certain  whether  or  not  the 
populations  In  the  projects  selected  differed  from  the  subsi- 
dized housing  population  in  Boston  as  a  whole,  examination  of 
the  sample  revealed  no  obvious  major  biasing  differences. 

The  projects  varied  in  size  a  great  deal,  ranging  from  a 
low  of  twelve  dwelling  units  in  the  smallest  project  up  to  a 
high  of  778  dwelling  units  in  the  largest  development. 

In  order  to  yield  10  interviews  per  project,  the  adjusted 

sample  size  had  to  be  no  less  than  13  or  no  more  than  15 

dwelling  units  per  project.   These  numbers  took  into  account 

vacant  units  and  loss  of  Interviews  due  to  non-response.   Then 

for  each  project  the  sampling  fraction  was  determined  by  the 

following  calculation: 

1  _  The  Adjusted  Sample  Size 

f    Total  Number  of  Dwelling  Units  per  Project 

The  total  number  of  housing  units  were  obtained  from  the 

Federal  Housing  Administration  and  their  figures  were  checked 

against  listings  in  the  City  Directory.   In  order  to  prepare 

cover  sheets  for  interviewers,  exact  addresses  were  needed. 

For  six  of  the  27  projects,  the  sample  selection  was  obtained 

from  the  City  Directory's  list  of  dwelling  units  and  addresses. 

For  the  remaining  22  projects  the  City  Directory  did  not  appear 

reliable  enough  or  was  Incomplete,  and  listers  visited 
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these  projects  and  recorded  all  dwelling  units  and  addresses. 
Then  the  actual  selection  of  dwelling  units  for  each  project 
could  be  drawn.   First,  a  number  was  randomly  selected  within 
the  sampling  interval  for  each  project.   This  number  became 
the  first  housing  unit  to  be  selected  and  subsequently  all 
other  units  were  selected  according  to  the  appropriate  sampling 
fraction.   Table  A-1  shows  for  each  project  the  number  of 
dwelling  units,  the  adjusted  sample  size  and  the  sampling  fraction. 

Statistically,  the  households  in  the  sample  do  not  reliably 
represent  the  population  of  a  given  project,  and  the  data  should 
not  be  used  in  this  way.  However,  the  interviews,  properly 
weighted,  can  provide  reliable  information  when  some  projects 
are  aggregated. 
Interviewing  and  Results 

Field  interviewing  is  one  of  the  survey  research  stages 
in  which  communities  can  actively  participate.   Therefore, 
several  neighborhood  employment  centers  were  contacted  through 
ABCD  and  over  50  applicants  were  considered  for  an  interviewer 
position.   The  interviewer  selection  was  done  by  Survey  Research 
Program  staff  members  based  on  one  main  criterion,  namely  the 
time  availability  of  the  applicant,  including  some  time  on 
evenings  and  weekends  to  do  the  job  and  to  be  available  when 
residents  are  willing  to  be  interviewed.   Applicants  also 
obviously  had  to  have  reasonable  reading  and  writing  skills  in 
English.   Twenty-one  persons  were  invited  to  enroll  in  training. 
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of  whom  seventeen  came  to  the  first  training  session.   Five 
others  dropped  out  before  they  received  their  first  field 
assignment,  deciding  after  a  more  thorough  orientation  that 
interviewing  was  not  for  them.   Twelve  interviewers  received 
assignments  and  began  the  actual  field  work  at  the  beginning 
of  March,  1973-   Of  these,  five  took  three  or  fewer  interviews; 
four  took  four  to  ten  interviews;  two  took  ten  to  fifteen  in- 
terviews; and  one  interviewer  took  thirty-two.   In  all,  ninety- 
five  interviews  were  completed  by  interviewers  referred  to  the 
SRP  by  the  neighborhood  employment  centers.   The  remainder  of 
the  total  of  28l  completed  interviews  in  this  study  were  con- 
ducted by  trained  Interviewers  on  the  regular  SRP  staff.   All 
field  work  was  completed  by  the  end  of  April,  1973- 

The  response  rate,  that  is,  the  percentage  of  those  selected 
who  are  in  fact  interviewed,  varied  by  projects,  but  averaged 
80  percent  for  the  entire  sample.   (See  Table  A-1).   Interviewers 
were  asked  to  make  at  least  six  calls,  including  some  at  night 
or  during  the  weekend,  before  a  household  was  considered  a  "non- 
interview".   In  case  the  household  contained  a  married  couple, 
half  of  the  cover  sheets  specified  that  the  interview  be  taken 
with  the  husband  and  half  of  the  interviews  be  taken  with  the  wife, 
In  most  other  cases  the  head  of  the  household  would  be  Interviewed 
or  in  a  few  cases,  the  person  who  was  primarily  responsible  for 
the  decision  to  move  into  the  subsidized  housing  project  in  which 
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the  household  was  living.   It  was  only  in  the  few  latter  cases 

that  there  was  any  interview  discretion  about  which  person  to 

interview. 

Coding  and  Data  Processing 

The  SRP  was  responsible  for  coding  and  data  processing. 
A  code  book  was  developed  and  four  SRP  staff  coded  all  28l 
interviews  during  May  and  part  of  July.   Coders  were  checked  at 
a  rate  of  one  in  ten,  and  the  coding  error  averaged  one  percent 
per  interview.   Then  the  coded  interviews  were  punched  onto 
cards.   To  each  set  of  cards  per  interview,  two  extra  cards 
were  added  containing  information  obtained  from  the  management 
of  the  project  where  the  interview  was  taken.   The  specifications 
for  the  cross-tabulations  were  formulated  primarily  by  the  BUG 
and  BRA  with  SRP  serving  in  an  advisory  role.   The  data  pro- 
cessing itself  was  handled  by  an  SRP  programmer.   SRP  prepared 
a  data  tape  that  was  checked  for  wild  punches  and  internal  con- 
sistency; and  corrections  were  made  as  needed.   Marginal 
distributions  of  all  variables  measured  in  the  study  and  the 
requested  set  of  cross-tabulations  were  submitted  prior  to 
preparation  of  this  report. 
Use  of  Weights 

Since  households  in  each  project  were  selected  at  different 
sampling  rates,  various  weights  had  to  be  applied  to  the  data 
set.   This  was  done  simply  by  multiplying  the  responses  for  each 
project  by  the  denominator  of  the  sampling  fraction  for  that 
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project.   (See  Table  A-1). 
Reliability  of  the  Data 

There  are  basically  two  concerns  one  should  have  about 
the  reliability  of  survey  data.   The  first  is  related  to  the 
method  of  data  collection  which  might  cause  errors  in  response. 

The  quality  of  the  reported  data  depends  largely  on  the 
skills  and  accuracy  of  the  interviewers  and  the  questionnaire 
design  itself.   Response  errors  are  hard  to  identify,  but  to 
keep  these  errors  at  a  minimumj  all  interviewers  were  trained 
and  supervised  carefully. 

Moreover,  the  percentage  of  the  population  represented 
in  the  sample  affects  the  reliability  of  the  data.   The 
response  rate  in  this  case  was  80  percent,  which  means  that 
20  percent  of  the  population  was  not  included.   To  the  extent 
that  the  non-respondents  differ  from  respondents,  the  estimates 
from  the  sample  will  differ  somewhat  from  the  true  population 
figures . 

The  other  concern  is  the  error  associated  with  taking  a 
sample  rather  than  the  total  population  that  may  differ  by 
chance  from  the  population  at  large.   The  sampling  error  can 
be  reduced  by  using  appropriate  and  carefully  designed  sampling 
selection  techniques. 

The  size  of  the  sampling  error  varies  with  the  size  of  the 
sample  and  the  distribution  of  responses  for  any  characteristic 
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or  attitude  measured  in  the  study.   Although  the  clustering 
by  project  makes  the  design  different  from  a  simple  random 
sample,  the  reliability  of  percentage  figures  as  given  in  the 
cross-tabulations  for  various  sample  sizes  can  probably  be 
reasonably  estimated  from  the  attached  table  of  standard  errors 
(See  Table  A-2) . 
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SAMPLING  AND  INTERVIEW  BY  PROJECT 
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TABLE  A-2 


APPROXIMATE  SAMPLING  ERRORS 

Chances  are  95  in  100  that  the  central  value  lies  within  the  reported  value, 
plus  or  minus  the  number  of  percentage  points  shown  in  this  table. 
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APPENDIX  B.   CHARACTERISTICS  OF  STUDY  SAMPLE 

As  stated  in  Appendix  A,  neither  the  study  sample  nor 
the  subsample  of  Boston  developments  used  for  the  tenant  sur- 
vey was  a  probability  sample.   Projects  were  stratified  by 
mode  of  construction  (new  and  rehabilitation),  type  of  owner- 
ship, location,  degree  of  rent  subsidy  used  and  preliminary 
Indicators  of  financial  difficulty. 

Before  listing  the  basic  characteristics  of  the  Individual 
developments,  the  full  study  sample  and  the  tenant  survey 
sample  will  be  compared  with  the  SMSA  and  the  City  of  Boston, 
to  show  the  effects  of  the  sample  selection  procedure  on  some 
basic  variables.   Then  a  listing  will  be  given,  breaking  the 
sample  down  according  to  the  more  refined  financial  condition 
analysis  of  the  present  report,  and  showing  some  fundamental 
project  characteristics.   Finally,  the  results  of  the  finan- 
cial condition  definitions  used  In  the  preliminary  Reconnais- 
sance Report  and  In  the  present  study  will  be  compared. 

The  major  Issue  discussed  In  this  appendix  Is  on  the 
effects  of  sample  selection  techniques  on  the  apparent  corre- 
lation between  financial  condition  and  presumed  Independent 
variables  such  as  mode  of  construction,  location  or  type  of 
ownership.   In  particular,  both  the  full  sample  and  the  tenant 
survey  subsample  were  chosen  to  be  balanced  with  respect  to 
preliminary  financial  condition  Indicators.   As  a  result  the 
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incidence  of  financial  difficulty  is  higher  in  the  samples 
than  in  the  SMSA  or  City.   The  question,  then,  is:   does  any 
particular  stratum  of  either  sample  get  more  heavily  shifted 
toward  financial  difficulty  than  the  other  strata? 

For  example,  the  Reconnaissance  Report  showed  29^  of  all 
SMSA  developments  as  having  preliminary  indicators  of  financial 
difficulty,  while  the  study  sample  showed  57^.   Did  new  con- 
struction and  rehab  get  equally  shifted  in  the  direction  of 
financial  difficulty? 

Table  B-1  shows  that,  in  the  study  sample,  new  construction  ■, 
and  rehabilitation  are  shifted  towards  financial  difficulty  to 
about  the  same  extent,  relative  to  its  incidence  in  the  SMSA. 
Table  B-2  shows  a  similar  result  for  the  tenant  survey  sample, 
relative  to  the  City  of  Boston  (from  which  it  is  drawn). 

Since  financial  condition  was  strongly  dependent  on  location, 
the  attempt  to  balance  the  sample  fiscally  produced  dispro- 
portionate shifts  among  the  different  locational  sectors. 
Table  B-3  shows  that  projects  in  the  outer  areas  of  Boston 
appear  in  the  sample  to  be  in  greater  difficulty  than  they 
actually  are;  the  incidence  of  financial  difficulty  in  the  core 
areas  and  suburbs  was  unchanged,  however.   The  same  conclusion 
holds  for  the  tenant  survey  sample  (Table  B-4). 

The  full  study  sample  shows  the  same  Incidence  of  financial 
difficulty  for  non-profit  and  limited  dividend  sponsors,  although 
in  the  SMSA,  non-profits  generally  performed  more  poorly  (Table  B-5) 
Within  the  tenant  survey  sample,  however,  the  relatively  poor 
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In  the  SMSA  non-profits  generally  performed  more  poorly  (Table  B-5) 
Within  the  tenant  survey  sample,  however,  the  relatively  poor 
performance  of  non-profits  In  Boston  Is  preserved  (Table  B-6). 

Altogether,  the  tenant  survey  sampled  randomly  from  51 
percent  of  the  new  and  from  31  percent  of  the  rehabilitated 
units  In  the  city  of  Boston.  It  sampled  from  47  percent  of 
the  core  city  units  and  from  29  percent  of  the  other  Boston 
units. 

The  basic  characteristics  of  the  study  sample  developments 
are  listed  In  Table  B-7.   The  listing  Is  ordered  by  financial 
condition,  as  determined  by  the  present  study.   Within  each 
category  the  ordering  Is  chronological  by  date  of  final  endorse- 
ment, with  new  and  rehab  separated.   The  procedures  leading 
to  this  classification  are  discussed  in  Appendix  D. 

The  results  of  the  preliminary  Reconnaissance  Report 
financial  condition  classification  are  compared  with  those  of 
the  more  complete  analysis  of  the  present  report  in  Table  B-8. 
The  comparison  can  only  be  drawn  and  it  shows  that  the 
Reconnaissance  Report  indicators — default,  mortgage  assignment 
and  foreclosure — seriously  underestimate  financial  difficulty 
as  defined  by  cash  flow. 
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TABLE  B-1 


PRELIMINARY  RECONNAISSANCE  REPORT 
FINANCIAL  CONDITION  BY  MODE  OF  CONSTRUCTION 
FULL  STUDY  SAMPLE  VS.  S.M.S.A. 


S.M.S.A.   -  Fraction  of  Projects 
in  Difficulty^ 

Study  Sample  -  Fraction  of  Projects 
in  Difficulty^ 

Ratio 


New 
.23 

.44 
1.9 


Rehab 
.32 

.67 
2.11 


TABLE  B-2 

PRELIMINARY  RECONNAISSANCE  REPORT 
FINANCIAL  CONDITION  BY  MODE  OF  CONSTRUCTION 
TENANT  SURVEY  SAMPLE  VS.  BOSTON 


Boston  -  Fraction  of  Projects 
in  Difficultyl^ 

Tenant  Survey  Sample  -  , 

Fraction  of  Projects  in  Difficulty 

Ratio 


New 
.38 

.57, 
L5 


Rehab 
.34 

.54 
1.6 


1.    In  default,  mortgage  assigned  to  HUD,   or  foreclosed  as  of  11/1/72. 


TABLE  B-3 
PRELIMINARY  RECONNAISSANCE  REPORT 
FINANCIAL  CONDITION  BY  LOCATION 
FULL  STUDY  SAMPLE  VS.  S.M.S.A. 


S.  M.  S.  A.  -  Fraction  of 
Projects  in  Difficulty  ^ 

Study  Sample  -  Fraction  of 
Projects  in  Difficulty^ 


Ratio 


Suburb 


0 
LO 


Other  Boston 


.12 


.40 
3.3 


Core  Boston 
.67 

.62 
0.9 


I 


TABLE  B-4 

PRELIMINARY  RECONNAISSANCE  REPORT 

FINANCIAL  CONDITION  BY  LOCATION 

TENANT  SURVEY  SAMPLE  VS.  BOSTON 

Other  Boston 


Boston  -  Fraction  of 
Projects  in  Difficulty 


Tenant  Survey  Sample  - 
Fraction  of  Projects  in  Difficulty 

Ratio 


.12 

.40 
3.3 


Core  Boston^ 
.67 

.59 
0.9 


1.      In  default,  mortgage  assigned  to  HUD,   or  foreclosed  as  of  11/1/72. 
I     2.      South  End,  Roxbury,  Dorchester. 


I 


—  CLC  t  — 


TABLE  B-5 


PRELIMINARY  RECONNAISSANCE  REPORT 

FINANCIAL  CONDITION  BY  TYPE  OF  OWNERSHIP 

FULL  STUDY  SAMPLE  VS.  S  M  S  A 


S  M  S  A     -  Fraction  of 
Projects  in  Difficulty 

Study  Sample  -  Fraction  of 
Projects  in  Difficulty 

Ratio 


Limited 
Dividend 

.24 

.58 
2.4 


Non 
Profit 

.36 


.58 
1.6 


Cooperative 
.25 

.33 
1.3 


TABLE  B-6 

PRELIMINARY  RECONNAISSANCE  REPORT 

FINANCIAL  CONDITION  BY  TYPE  OF  OWNERSHIP 

TENANT  SURVEY  SAMPLE  VS.  BOSTON 


Boston  -  Fraction  of 
Projects  in  Difficulty 


Tenant  Survey  Sample  -  , 

Fraction  of  Projects  in  Difficulty 

Ratio 


Limited 

Non 

Dividend 

Profit 

Cooperative 

.32 

.41 

.50 

.46 

.64 

.50 

1.4 

L6 

1.0 

1.    In  default,   mortgage  assigned  to  HUD,   or  foreclosed  as  of  11/1/72. 
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TABLE  B-8 


COMPARISON  OF  CLASSIFICATIO-NS  OF  FINANCIAL  DIFFICULTY: 
RECONNAISSANCE  REPORT  AND  PRESENT  REPORT 


Present  Financial 
Condition  Category 


Reconnaissance  Report 


Projects 
In  Difficulty 


Projects 
Not  In  Difficulty 


II. 


SOUND 

SOME  FINANCIAL 
PROBLEMS 


III.       SERIOUS  PROBLEMS 


12 


TOTAL  PROJECTS 


20 


16 


-229- 


APPENDIX  C.   ANALYSIS  OF  DEVELOPMENT  COSTS 

An  analysis  of  the  change  over  time  of  subsidized  housing 
development  costs  was  performed,  using  replacement  cost  per 
unit  and  replacement  cost  per  room  as  dependent  variables. 
Time,  as  measured  by  the  date  of  final  endorsement,  was  the 
Independent  variable,  and  separate  analyses  were  done  for  new 
construction  and  for  rehabilitated  developments.   Linear  re- 
gression was  used,  employing  two  models: 

(1)  Replacement  cost  (per  unit  or  per  room)  =  A  +  BT 

T 

(2)  Replacem.ent  cost  (per  unit  or  per  room)  =  A'  (1  +  B') 

where  A,  B,  A'  and  B'  are  the  parameters  to  be  determined  and 
T  Is  time. 

The  first  model  represents  simple  linear  growth,  that  is, 
a  constant  absolute  change  per  unit  time.   The  second  model 
exhibits  a  constant  rate  of  change  per  unit  time,  or  exponential 
growth,  and  was  adapted  to  linear  regression  by  the  transforma- 
tion: 

(3)  log  (Replacement  Cost)  =  log  A'  +  T  log  )1  +  B') 

=  a  +  bT. 
The  best  of  the  linear  or  exponential  models  was  then  chosen, 
as  measured  by  the  correlation  coefficient. 

The  replacement  cost  data  were  compiled  from  the  FHA  22  64- 
Rental  Housing  Project  Income  Analysis  and  Appraisal  and  FHA  290- 
Closlng  Memorandum  for  each  project.   An  enlarged  sample  was 


-230- 


used,  consisting  of  3^  new  construction  projects  with  7,525 
units  and  30  rehabilitated  developments  with  2738  units.   These 
comprise  68%   of  the  new  units  and  51%   of  the  rehab  units  in 
the  SMSA.   The  additional  projects  were  chosen  to  provide 
uniform  sample  density  as  a  function  of  time  of  completion. 
The  results  of  the  analysis  are  shown  in  Figures  C-1  through 
C-4  and  in  Table  C-1. 

The  variation  of  rooms  per  unit  over  time  is  shown  in 
Figures  C-5  and  C-6.   The  relationship  of  resulting  mortgages 
to  HUD  mortgage-per-unit  limits  (assuming  5-0  rooms  per  unit) 
is  shown  over  time  in  Figure  C-7  for  new  construction.   In 
Tables  C-2  to  C-5  parameters  possibly  associated  with  very 
high  or  very  low  development  costs  are  explored  within  the 
study  sample.   Projects  were  defined  to  have  very  high  or  very 
low  development  cost  if  their  replacement  cost  per  unit  was 
$500  above  or  below,  respectively,  the  best  regression  line 
determined  by  Table  C-1  or  C-3- 
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TABLE  C-2  - 

TYPE  OF  OWNERSHIP  BY  EXTREMES 
IN  REPLACEMENT  COST,  REHAB  SUBSIDIZED  HOUSING 


HIGH  COST 
LOW  COST^ 
Probability  of  occurring  randoinly  =  0 .  36 


TYPE  OF  OWNDERSHIP  (PROJECTS) 
Non-Profit     Limited  Dividend 


TABLE  C-3  . 

LOCATION  BY  EXTREMES 
IN  REPLACEMENT  COST,  REHAB  SUBSIDIZED  HOUSING 

Core 


HIGH  COST 

LOW  COST 

Probability  of  occurring  randomly  =0.54 


Other  Boston 
0 
1 


TABLE  C-4 

MODE  OF  CONSTRUCTION  BY  EXTREMES 
IN  REPLACEMENT  COST,  BOSTON  SMSA  SUBSIDIZED  HOUSING  (PROJECTS) 


HIGH  COST 

LOW  COST 

Probability  of  occurring  randomly 


New 
7 
5 


Rehab 
5 


,16 


1.  High  and  Low  Cost  are  defined  as  having  replacement  cost  per  unit 
more  than  $500  above  or  below,  respectively,  the  least  squares  line  of  re- 
placement cost  per  unit  over  time  (Figure  IV-2) . 

2.  Roxbury,  South  End,  Dorchester. 
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TABLE  C-5 

EXTREMES  IN  REPLACEMENT  COST  PER  UNIT 
BY  FINANCIAL  CONDITION 


Financial  Condition 


Low 


High 


I.  Sound 

II.  Some  Problems 

III.  Serious  Problems 


X    =1.76  df  =  4 


Significant  at     75%  level 


*  High  and  Low  Cost  are  defined  as  those  with  replacement  costs  per  unit  more  than 
$500  above  or  below,  respectively,  the  least  squares  line  of  replacement  cost  per 
unit  over  time  (Figure  IV-2). 
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APPENDIX  D.   ANALYSIS  OP  OPERATING  COSTS 

Data  Sources 

Two  documents  form  the  basis  for  the  examination  of  an 
individual  project's  financial  condition:   the  Rental  Housing 
Project  Income  Analysis  and  Appraisal  -^HA  2264  and  the 
Statement  of  Profit  and  Loss  -  FHA  2410. 

The  FHA  2264  is  a  profile  of  the  project  at  the  end  of 
the  development  period,  containing  data  on  project  replacement 
cost,  an  estimated  operating  budget  and  a  computation  of  the 
maximum  FHA-allowed  basic  rent.   The  maximum  allowable  rent 
formula  is  designed  to  provide  rents  adequate  to  cover  projected 
operating  costs  and  payments  on  the  mortgage.   For  every  pro- 
ject, the  FHA  2264  is  completed  by  the  FHA  Area  Office  before 
initial  endorsement  and  again  before  final  endorsement  if  the 
mortgage  amount  is  increased  during  construction. 

After  occupancy  begins,  each  project  is  required  annually 
to  submit  to  the  FHA  Area  Office  a  financial  statement  which 
includes  a  balance  sheet,  the  2410  Profit  and  Loss  Statement, 
and  a  cash  disbursements  statement. 
Analysis 

From  the  annual  statements,  a  cash  flow  analysis  was  pre- 
pared for  each  project  in  the  sample  for  each  full  year  of 
operation  after  the  start-up  year.   The  form  of  this  analysis 
is  shown  in  Figure  D-1,  and  Table  D-2  defines  the  terminology 
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used  there.   All  figures  were  reduced  to  a  single  dwelling  unit 
to  facilitate  comparisons  between  projects  of  different  size. 
Following  completion  of  the  analyses  of  Individual  projects, 
the  sample  as  a  whole  was  divided  according  to  degree  of 
financial  difficulty  experienced. 

The  basis  for  classification  of  a  project's  financial  con- 
dition was  taken  to  be  the  1972  net  cash  flow  after  expenses 
and  debt  service,  adjusted  to  eliminate  the  effect  of  mortgage 
modifications.   Mortgage  modifications  are  a  temporary  device 
to  reduce  debt  service  while  rent  Is  Increased  and/or  expenses 
reduced.   The  approach  used  here  alms  at  comparing  actual  rents 
with  full-obligation  expenses  and  classifying  projects  accord- 
ing to  the  magnitude  of  the  gap  (If  any). 

A  broad  distinction  was  desired  between  sound  projects, 
projects  experiencing  problems,  and  projects  performing  so 
poorly  that  foreclosure  Is  a  real  possibility.   Since  every 
project's  story  is  somewhat  unique,  a  broad  categorization 
such  as  the  above  can  help  the  analysis  to  focus  on  the  relative 
magnitudes  of  projects'  problems,  even  though   their  immediate 


1.    Annual  statements  are  supposed  to  be  given  on  an  accrual 
basis,  which  facilitates  comparisons  among  projects.   That  is, 
an  accrual-based  statement  reflects  expense  obligations  in- 
curred in  a  given  year,  rather  than  bills  paid.   However, 
occasional  obvious  errors  mixing  cash  and  accrual  bases  were 
detected,  and  the  cash  flow  analysis  was  adjusted  to  a  con- 
sistent accrual  basis  when  possible. 
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causes  may  differ.   Finally,  as  a  check  for  fluctuations 
caused  by  extraordinary  expenses  and  different  rent  Increase 
schedules,  the  adjusted  net  cash  flow  for  1970  and  1971  was 
examined  to  see  whether  a  project's  1972  performance  was  not 
a  temporary  phenomenon  (and  In  some  cases.  In  order  to  sub- 
stitute for  1972  data  not  on  file  with  HUD  Area  Office  as  of 
August,  1973  -  only  75%   of  the  annual  statements  were  filed 
by  then,  despite  a  requirement  that  they  be  filed  by  March). 

The  specific  criteria  for  project  classification  in  terms 
of  the  1972  adjusted  cash  flow  (i.e.,  eliminating  the  effect 
of  mortgage  modification)  are: 

Financial  Condition  Criterion 

I.  Sound  1972  adjusted  cash  flow  positive  or  no 

worse  than  $60/unit/year  deficit 

II.  Some  Financial  Problems  1972  adjusted  cash  flow  deficit 

between  $6l  and  $300/unlt/year 

III.  Headed  for  Foreclosure   1972  adjusted  cash  flow  deficit 

greater  than  $300/unit/year, 
project  foreclosed,  or  in  process 
of  foreclosure 

Sound  projects  (l)  are  either  at  least  breaking  even  or 

require  no  more  than  a  $5/month  rent  or  expense  adjustment  to 

break  even.   Nine  (9)  of  the  thirty-six  (36)  sample  projects 

fell  within  this  category.   Among  them  were  two  relatively  new 

projects  for  which  no  financial  data  was  available,  but  which, 

management  interviews  indicated,  were  performing  extremely  well. 
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Projects  with  some  financial  problems  (II)  require  from 
$6  to  $25/month  adjustment  In  rents  and/or  expenses  to  break 
even.   Generally  speaking,  the  thirteen  (13)  projects  in  this 
category  tend  to  be  those  for  which  a  "way  out"  is  perceived 
by  the  manager  or  sponsor,  although  it  is  not  universally 
assured.   In  many  cases,  mortgage  modifications  are  reducing 
financial  requirements  while  rent  increases  are  phased  in  and 
expenses  controlled. 

Projects  headed  for  foreclosure  (III)  typically  have  such 
large  deficits  that  mortgage  payments  have  been  in  frequent 
default,  resulting  in  mortgage  assignment  to  HUD  or  initiation 
of  foreclosure  proceedings.   Fourteen  (14)  projects  were  in 
this  classification. 

The  projects  in  each  category  are  numbered  and  listed  in 
Appendix  B,  Table  B-7,  along  with  some  of  their  basic  charac- 
teristics.  It  should  be  noted  that  no  ranking  is  implied  with- 
in a  given  category.   The  order  within  a  category  is  generally: 
new  construction  in  order  of  completion;  then  rehab  construction 
in  order  of  completion. 
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TABLE  D-1 


SAMPLE  FINANCIAL  ANALYSIS 


1,  2 


Income 

Rent  Potential 

Less :  Vacancy 
Rent  Income 
Other  Income 
Total  Income 


CASH  FLOW 

FHA  2264 

Feb.  1968 

1971 

1972 

$1,684 

$1,682 

$1,690 

61 

6 

12 

1,622 

1,676 

1,678 



3 

7 

$1,622 


$1,679 


$1,686 


Expenses  of  Operation 

Administrative 

Operating 

Maintenance 

Insurance 

Real  Estate  Taxes 

Other 

Total  Operating  Expense 

3 

Financial  Requirements 

Mortgage  Interest 
Amortization 

Reserve 

Total  Financial  Requirements 

Expenses  and  Financial  Requirements 

NET  (LOSS) 


$ 

73 

$ 

107 

$ 

108 

288 

495 

461 

61 

57 

87 

25 

48 

48 

243 

219 

275 

3 

10 

10 

$  693 


$  937 


$  988 


$  848 

$   760 

$  667 

47 

31 

16 

$  895 

$   791 

$  683 

$1,588 

$1,728 

$1,671 

$   35 

$   (49) 

$   15 

1.  Figvires  in  coluums  may  not  add  because  of  rounding  off. 

2.  All  figures  in  dollars  per  unit  per  year,  except  amortization 
deferred  (dollars-entire  project),  vacancy  (percent  of  rent  potential) 
and  bad  debts  and  accounts  receivable  (percent  of  total  income). 

3.  Definitions  in  Table  D-2. 
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TABLE  D-1  (Cont. ) 


B.   ADDITIONAL  EXPENSE  BREAKDOI^JNS 

FHA  2264 
Feb.  1968 


Energy 

Electricity 

Water  and  se^^er 

Gas 

Administrative  Less  Fee 

Janitor 

Repairs 

Decorating 


$197 
83 
23 
114 
8 
69 
25 
27 


1971 


1972 


$332 

$274 

115 

14 

69 

71 

217 

259 

40 

41 

89 

114 

32 

59 

17 

12 

C.   POSITION  INDICATORS 


Dates  of  Modification 
Amortization  Deferred 
Accumulated  Deferred 
Vacancy  Rate 
Bad  Debts/ Income 
Accounts  Receivable/income 


FHA  2264 
Feb,  1968 

1971 

1972 

:; 

9/1-12/31 
$12,023 

1/1-2/29; 

7/1-12/31 

$25,241 

— 

12,023 

37,264 

3.7% 

0.4% 

0.7% 



0.7% 

0.4% 



4.3% 

4,1% 

3.  Definitions  in  Table  D-2. 


-247- 
TABLE  D-'2 


DEFINITION  OF  TERMS  USED 
IN  SAMPLE  FINANCIAL  ANALYSIS  (Table  D-1) 


Term 

1.  Rent  Potential 

2 .  Vacancy 

3 .  Rent  Income 

4.  Other  Income 

5.  Administrative  Expense 

6.  Operating  Expense 

7 .  Maintenance  Expense 

8 .  Insurance 

9.  Other 

10.  Reserve 

11.  Energy 

12.  Administrative  less  fee 


Definition 

Total  FHA-authorized  residential  rent 
assuming  100%  occupancy. 

Rent  lost  to  units  being  unoccupied. 

Rent  Potential  less  Vacancy. 

Income  from  commercial  space,  interest 
on  reserve  fund,  etc. 

Management  fee,  rental  expense,  legal 
expense,  auditing,  office  expense  and 
bad  debts. 

Electricity,  gas,  oil,  water  and  sewer, 
superintendent's  and  janitorial  payroll, 
rubbish  removal. 

Repairs,  decorating  and  exterminating 
(payroll,  materials  and  contracts). 

Fire  and  liability  insurance. 

Taxes  other  than  real  estate,  non-mortgage 
interest,  late  charges,  service  expense 
(e.g.,  laundry  expense) .corporate  ex- 
penses, etc. 

FHA-required  replacement  reserve  escrow 
account. 

Electricity,  gas  and  oil  expense. 

Administrative  expense  other  than  manage- 
ment fee. 
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TABLE  D-4 


OPERATING  COST  OVERRUNS  IN  THE  FIRST  FULL  FISCAL  YEAR, 
BY  FINANCIAL  CONDITION  ($/unit/year  and  %  of  projected  cost) 


Financial  Condition 
I  SOUND 
II  SOME  PROBLEMS 
III  SERIOUS  PROBLEMS 
FULL  SAMPLE 


No.  of  Projects 

Minimum 

Mean 

Maximum 

7 

$113  (40%) 

$237 

$452  (145%) 

11 

97  (23%) 

221 

432   (91%) 

12 

143  (40%) 

354 

601  (117%) 

30 

97  (23%) 

278 

601  (117%) 

TABLE  D-5 

OPERATING  COST  OVERRUNS  IN  THE  FIRST  FULL  FISCAL  YEAR, 
BY  INCIDENCE  OF  CHANGE  ORDER 
($/unit/year  and  %  of  projected  cost) 


Projects  without 
Change  Orders 

Projects  with 
Change  Orders 

FULL  SAMPLE 


No.  of  Projects 
10 

20 

30 


Minimum 
$  97  (23%) 

136  (49%) 

97  (23%) 


Mean 


$214 


310 


278 


Maximum 
$440  (87%) 

601  (117%) 

601  (117%) 
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TABLE  D-6 


RENT  INCREASES  AND  OPERATING  EXPENSE  INCREASES 
BY  FINANCIAL  CONDITION,  BASED  ON  THE  YEARS  1970-72 


Financial 
Condition 

I  SOUND 

II  SOME 

PROBLEMS 

III  SERIOUS 
PROBLEMS 


Projects  with  Average  Annual 

Rent  Increase  Greater  than 

Average  Annual  Expense  Increase 


Projects  with  Average  Annual 

Rent  Increase  Less  than 

Average  Annual  Expense  Increase 


TABLE  D-7 

] 
INCIDENCE  OF  MORTGAGE  MODIFICATION  AFTER  FINAL  ENDORSEMENT 


Financial 

Condition 

#  Projects 

I  SOUND 

9 

II  SOME 

13 

PROBLEMS 

III  SERIOUS 

132 

PROBLEMS 

35 

//  Projects  Experiencing 
Modification  after 
Final  Endorsement 


#  Projects  in  Modification 
more  than  30Z  of  Months 
after  Final  Endorsement 


18 

1.  Up  to  and  including  December,  1972. 

2.  Project  27  was  never  finally  endorsed,  hence  it  is  not  included. 


6 
12 
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TABLE  D-8 


FINANCIAL  CONDITION  BY  LOCATION 
(#  PROJECTS  IN  SAMPLE) 


Financial  Condition 

I  SOUND 

II  SOME  PROBLEMS 

III  SERIOUS  PROBLEMS 


Core 

Other  Boston 

Suburb 

5 

1 

3 

9 

4 

0 

13 

1 

0 

TABLE  D-9 

FINANCIAL  CONDITION  BY  MODE  OF  CONSTRUCTION 
(#  PROJECTS  IN  SAMPLE) 


Financial  Condition 

I  SOUND 

II  SOME  PROBLEMS 

III  SERIOUS  PROBLEMS 


New 

Rehab 

6 

3 

:9 

5 

3 

11 
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TABLE  D-IO 

FINANCIAL  CONDITION  BY  SPONSORSHIP 
(#  PROJECTS  IN  SAMPLE) 


Financial  Condition 

I  SOUND 

II  SOME  PROBLEMS 

III  SERIOUS  PROBLEMS 


Limited 

Non 

Coop/ 

Dividend 

Profit 

Inv 

5I 

3 

1 

7 

4 

2 

8 

5 

1 

1.   One  project  in  this  category  is  sponsored  by  a  partnership  between 
a  limited  dividend  and  a  non-profit  entity. 


TABLE  D-11 

FINANCIAL  CONDITION  OF  PROJECTS  IN  THE  CORE  AREA 

BY  MODE  OF  CONSTRUCTION  AND  SPONSORSHIP 

(#  PROJECTS  IN  SAMPLE) 

NEW 


Financial  Condition_ 

I  SOUND 

II  SOME  PROBLEMS 

III  SERIOUS  PROBLEMS 


REHAB 


LP 

NP 

Coop/ 
Inv 

LD 

NP 

Coop/ 

Inv 

2 

1 

1 

1 

3 

1 

5 

2 

1 

7 

3 
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TABLE  D-12 


a 


1972  ENERGY  EXPENSE    IN  BOSTON  AREA  SUBSIDIZED  HOUSING 
BY  MODE  OF  CONSTRUCTION  AND  INCLUSION 
OF  UTILITIES   (  $/UNIT/YEAR) 


New 


Rehab 


Rent  Includes  Heat 
and  Electricxity 


Mean 
$409 
$401 


Median 
$418 
$425 


Rent'  Includes  Only 
Heat 


Mean 


$232 


$215' 


Median 


$233 


$215' 


1.  Energy  is  defined  as  heat  and  electricity. 

2.  One  development  only,  with  very  small  units  and  all  elderly  tenants. 
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APPENDIX  E.   A  CHRONOLOGY:   A  COOPERATIVE  ATTEMPTS  TO  CORRECT 
LATENT  CONSTRUCTION  DEFECTS 


This  chronology  is  taken  from  letters  and  memoranda 
exchanged  by  participants  in  a  dispute  over  latent  con- 
struction defects  in  a  Section  221  (d)(3)  cooperative  housing 
development  near  Boston.   The  actors  include  the  cooperative 
board,  its  legal  counsel  and  management  agent,  the  investor/ 
sponsor  who  developed  the  project,  various  HUD  and  FHA 
officials,  the  local  redevelopment  authority,  the  contractor, 
and  the  mortgagee's  agent,  the  Federal  National  Mortgage 
Association  (rNMA).-""   Latent  defects  involved  in  the  dispute 
included  faulty  brickwork,  leaks,  heating  system  malfunctions, 
settling  floors  and  defective  electrical  switches.   After  more 
than  four  years  of  negotiation  and  litigation,  the  settlement 
was  reduced  to  cover  only  brickwork.   Less  than  a  quarter  of 
actual  damages  were  recovered,  and  the  residents  had  to  finance 
the  rest  of  the  work  with  a  mortgage  increase,  a  modification 
agreement,  cooperative  cash  reserves,  and  the  depletion  of  the 
reserve  for  replacements  fund. 


1.    PNMA  acts  as  an  agent  to  handle  the  business  of  the  actual 
mortgagee,  the  Government  National  Mortgage  Association(GNMA) . 
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Date 
3/23/66 

3/10/67 


3/15/67 

3/23/67 
3/28/67 


4/12/67 


5/10/67 


Letter  or  Memo 


Manager  of  Coop  to 
Contractor 


Executive  Director, 
Redevelopment  Authority, 
to  FHA  Director 


Contractor  to  FHA 


FHA  Director  to 
Redevelopment  Authority 


FHA  Chief  Architect  to 
FHA  Chief  Underwriter 


5/11/67 


FHA  Chief  Undervjrlter 
to  FHA  Director 


5/11/67 


FHA  Construction  Analyst 
to  FHA  Chief  Underwriter 


Subj  ect 

Project  Finally  Endorsed 


Request  to  consider  latent  defects: 
spalllng  bricks,  settling  floors 
(subject  to  agreement  but  not  yet 
corrected),  defective  electrical  switches, 
several  defects  in  heating  system. 

Asks  FHA  to  be  sure  that  developer  and 
contractor  correct  the  above  defects. 
Notes  that  redevelopment  authority  escrow 
of  $15,000  is  insufficient  to  cover  defects. 

Contractor's  guarantee  expires. 

States  owners  have  agreed  to  undertake 
brick  repairs  at  their  expense,  and  that 
FHA  chief  architect  witnessed  the  commit- 
ment. States  that  brick  and  settlement 
problans  were  due  to  improper  design,  and 
that  all  specifications  were  met. 

States  owners  are  in  process  of  making 
arrangements  to  correct  brickwork.  States 
leaks  and  settlement  are  due  to  design 
deficiencies  and  suggests  that  the  owner 
contact  the  architect. 

States  that  electrical  and  heating  defects 
are  "items  of  normal  maintenance  rather 
than  construction  defects." 


States  that  some  bricks  had  been  replaced 
prior  to  final  closing,  but  that  the  prob- 
lem had  returned.  States  that  bricks  met 
specifications . 

States  that  contractor  was  notified  on 
5/16/66,  12/21/66  and  3/22/66  of  his 
responsibility  to  correct  brickwork. 
States  that  a  report  will  be  ready  within 
10  days  to  define  corrective  measures. 

Laboratory  tests  necessary  to  determine 
if  brick  met  specifications.  Opinion  is  that 
brick,  not  design  or  workmanship  is  responsible. 
Conti^ctor  was  notified  that  FHA  considers 
brickwork  to  be  a  latent  defect. 
States  that  contractor  had  previously 
informed  FHA  that  developer  would  take 
responsibility  for  brickwork. 

Encloses  letters  from  brick  manufacturers 
stating  compliance  with  specifications. 
Encloses  test  results  showing  brick  had 
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Date 


Letter  or  Memo 


Subj  ect 


5/25/67 


Coop  president  to 
FHA  Chief  Architect 


7/11/67 


FHA  Director  to  Coop 
president 


11/29/68 


12/5/68 


2/6/69 


HUD  Project  Mortgage 
Servicing  Director  to 
Boston  FHA  Director 


Cooperative  president 
to  GNMA 


HUD  Mortgage  Servicing 
Director  to  Counsel  for 
Cooperative 


2/11/69 


2/13/69 


Counsel  for  Cooperative 
to  HUD  Mortgage  Servicing 
Director 


Counsel  for  Cooperative 
to  Boston  FHA  Director 


saturation  point  in  excess  of  that 
permitted  by  specifications. 

Lists  existing  problems: 
brickwork,  leaks  around  porches,  in  roofs, 
windows,  doors,  failure  of  water  to  drain 
fran  roof,  settling  causing  plumbing  fix- 
tures to  come  loose,  failures  of  heating 
system  due  to  inadequate  or  defective 
components,  and  electrical  switches. 

States  solution  being  sought  to  brick 
problem  and  resulting  leaks.  States 
contractor  was  inforroed  of  need  to  re-set 
toilets. 

States  heating  and  electrical  problems 
are  maintenance  problems,  since  specifica- 
tions were  followed. 

Recommends  cooperative  take  out  a 
$323,000  mortgage  to  correct  brickwork 
(an  estimate  given  by  the  contractor 
selected  for  the  job),  and  that  all  damages 
collected  by  cooperative  from  contractor, 
surety,  architect  or  others  must  be  used  to 
reduce  outstanding  mortgage. 

Formal  request  for  additional  mortgage 
proceeds . 

States  manbers '  carrying  charges  will  be 
increased  to  cover  debt  service  increment. 

Takes  note  of  counsel's  January  letter 
informing  HUD  that  approved  mortgage  in- 
crease is  insufficient,  due  to  omission 
of  funds  for  architectural-engineering~ 
supervision. 

States  that  since  all  parties  agreed  to 
the  original  amount,  any  other  costs  must 
come  fron  Replacement  Reserve  Fund,  at  the 
discretion  of  Boston  FHA  Director. 

Notes  dispute  over  use  of  escrow  held  on 
original  mortgage  by  Redevelopment 
Authority  —  coop  vjants  to  obtain  the 
escrow  and  apply  it  to  debt  service,  while 
developer  wants  it  applied  to  any  judgment 
against  himself. 

Requests  $30,000  from  Replacement  Reserve 
Fund  to  cover  architectural  and  engineer- 
ing costs. 
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Letter  or  Memo 


Subj  ect 


FHA  Director  to  Counsel 
for  Cooperative 


FHA  Director  to  HUD 
Mortgage  Servicing 
Director 


Counsel  for  Cooperative 
to  GNMA 


Coop  Board  of  Directors 
Meeting 


Coop  counsel  to  FHA 
Director 


Coop  Counsel  to  PNMA 
Loan  Representative 

FNMA  Loan  Representative 
to  FHA  Director 


FHA  Deputy  Director  to 
FNMA  Loan  Representative 


FNMA  Loan  Representative 
to  Coop  counsel 


Recomnends  releasing  $8,000  from  Reserve 
Fund,  using  $13,000  Redevelopment  Authority 
Escrow,  $3,000  from  Cooperative's  cash,  and 
reducing  contract  price  by  $6,000  to  make 
up  $30,000  required. 

Report  on  a  meeting  between  all  parties: 
Original  contract  price  might  go  up  If 
not  signed  by  3/1^/69,  so  a  reduction  Is 
not  possible. 

3^  I^kssachusetts  Sales  Tecx.   was  never  In- 
cluded In  the  cost  estimates. 
Recommending  $30,000  be  derived  from;  $3,000 
In  Coop  cash,  $14,300  In  Reserve  Funds, 
and  $12,500  from  a  6  month  deferment  of 
amortization,  leaving  $12,500  escrow  to 
tonper  rent  Increase  required  by  the  change 
order . 

Requests  6  month  deferment  of  amortization 
and  release  of  $21,000  from  Replacement 
Reserve  fund. 

Agrees  to  accept  $97 j 500  as  settlement 
from  developer  and  contractor,  and  to 
retain  contractor  as  a  respondent  so  that 
contractor's  claim  against  its  bonding 
agent  would  revert  to  the  coop. 

Report  on  above  decision,  and  that  trial 
(then  in  its  20th  day)  was  going  well 
against  contractor  but  not  well  a^lnst 
architect . 

Expects  possible  appeals  to  last  for  up 
to  three  years. 

Advises  above  settlement  of  $97 » 500  was 
reached . 

Questions  deduction  of  $21,000  legal  fees 
by  coop  prior  to  applying  settlement  a^inst 
outstanding  change  order, 

FHA  concurs  with  FNMA  that  legal  fee  is 
reasonable,  leaving  $76,500  to  be  applied 
toward  outstanding  change  order. 

Demands  immediate  payment  of  $76,500. 
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APPENDIX  F.   MANAGER,  SPONSOR  AND  TENANT  QUESTIONNAIRES 
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MANAGEMENT  INTERVIEW 


Project: 


FHA 


Interviewed: 


Date: 


Introductory  remarks-purpose  and  funding  of  study.    Looking  for  management  problems 
and  relating  them  to  city  and  federal  policies.    This  interview  is  primarily  about 

,  although  remarks  about  others 

are  welcome. 

lA.        How  many  other  subsidized  projects  and  units  does  (management  firm)  manage  ? 
projects ^units 


Project  names 


Sponsors 


For  the  projects  in  our  research  sample,  

firm  have  an  identity  of  interest  with  the  sponsor? 


,  does  the  management 


with  the  contractor? 


IB.      Was  there  a  previous  manager  at Who? 

If  yes,  how  long  have  you  managed  this  (these)  project(s)2 
Why  did  you  take  on  management  of  this  (these)  project(s)? 


IC.     What  is  the  project(s)  staff?    I 
3  manager  and  janitor;    4 


manager  only;    2 


^manager,   super  and  janitor;    8 

Who  is  the  highest  on  site-decision-maker?    1 ^none;  2 ^janitor;  3 


manager  and  super; 

other  (Specify)  I 


super; 


manager; 


other  (specify) 


2.      What  is  the  basis  for  your  fee? 


pet.  net  rent; 


pet.  gross  rent. 


What  would  you  like  it  to  be  (if  a  question  about  what  function  covered,   say  "in 

accord  with  original  contract"). 

pet.  of (1)  basic  rent; (2)  market  rent; ^other    (specify). 

Which  functions  are  charged  to  the  fee,  and  which  to  the  project? 

Fee  Project 
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2.  (Cont.) 


In  many  projects  the  fee  does  not  meet  all  anticipated  management  firm  expenses. 
In  your  case,  what  functions  was  the  fee  intended  to  cover?    (probe  for  legal,  audit, 
advertising,  rental  commissions,  staff) 


In  the  future,  what  type  of  arrangement  would  you  seek  in  a  subsidized  project? 


Interview  continues, identical  to  question  3-14  of  Sponsor  Interview. 
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SPONSOR  INTERVIEW  Project FHA 

Interviewed:  Date 


Introduction  -  purpose,  funding  of  study.    Whip  out  letter  if  necessary.    Looking  for 
problems  experienced  by  owners,  managers  and  tenants,  relating  them  to  city  and 
federal  policies.    This  interview  is  mainly  about  ,  but 

comments  about  others  are  welcome. 

IS.    What  other  subsidized  housing  units  do  you  own? 
Projects  Units 


How  many  other  units  do  you  own? 


For 


Do  you  have  outside  or  in-house  management,  i.e.,  what  is  the  corporate 
relationship  to  the  management  firm? 


What  is  the  management  fee  and  the  services  covered  by  it? 
pet.  net        pet.  gross 

Are  you  satisfied  with  the  arrangement?    If  not,  how  would  you  change  it? 

Do  you  have  instructions  to  management  concerning: 

tenant  selection? 

cash  flow? 
maintenance? 
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2S.    Why  did  you  get  involved  in  subsidized  housing? 


Why  did  you  build  (rehab)  this  particular  project? 


What  factors  led  to  this  site?    (probe  for  pressures,  quid  pro  quos) 


Are  jrour  expectations  being  met? 


(If  LD)_ 

Those  of  the  equity  partners? 
Are  you  distributing  6  pet.  ? 

Continue  interview,  gloss  over  management  questions,  except  BE  CERTAIN  TO 
ASK  3,  4C,   7,  12,   13,  and  14. 
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3.      Show  sample  cash  flow  statement,  explain  is  representative  of  Boston  projects 
with  mortgage  assigned  to  HUD.    Explain  categories. 

How  do  your  expenses  compare  with  these?    (go  through  each  line) 
What  costs  are  rising  most  above  your  original  expectations? 

Why?        Solution? 

What  costs  do  you  feel  you  have  no  control  over? 

Can  any  costs  be  lowered  without  lowering  efficiency  or  quality? 


When  you  are  short  in  a  given  month,  where  do  you  cut  back?      Is  this 
your  policy  or  your  sponsor's? 


Have  construction  problems  led  to  additional  expense? 

Is  there  an  agreement  with  the  contractor  concerning  his  responsibilities? 
Who  is  the  contractor? 

If  project  generates  a  profit  (loss)  who  absorbs  it? 
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4A.      Is  rent  collection  a  major  problem?  In  what  way? 


What  is  your  policy  concerning  late  rent  -  any  special  conditions  under  which 
late  rent  is  permitted? 


4B.      What  do  you  think  should  be  grounds  for  eviction? 


How  many  evictions  to  date?      

on  what  grounds? 

How  much  does  an  eviction  cost,  how  long  does  it  take? 

How  much  of  this  time  and  money  do  you  attribute  to  the  Boston  Rent  Board? 

(i.  e. ,    how  much  has  the  typical  time  and  cost  changed  since  the  rent  board 
was  created?) 

What  is  the  eviction  procedure? 
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4C.    How  many  rent  increases  have  you  had  to  date? 


Is  there  a  rent  increase  pending?   yes,  FHA; ^yes,  BRB; ^no. 

What  is  the  present  rent  for  (monthly): 

2  BR?  3BR? 


If  several  levels  pertain  to  a  given  size,  get  the  median,  i.  e. ,  get  the  value  which 
applied  to  the  majority  of  units  of  that  size.  If  it  is  not  that  simple,  get  number  of 
units  and  rent  for  each  level. 

Why  were  (are)  rent  increases  needed? 


Did  many  tenants  move  out  when  you  increased  rent? 
Were  they  given  an  explanation? 

Can  (could)  they  afford  it? 

Did  (will)  they  pay  it? 

Did  it  (will  it)  change  project  composition? 
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5.    Who  determined  original  rent-up  policy?  sponsor; ^manager; 

tenant  selection  committee; one  or  more  government  agencies; 

other  (specify)? 


What  was  the  type  of  orientation  at  rent-up?    What  means  of  communication  were  used? 

What  are  the  primary  sources  of  continuing  applications  (walk-in,  relocate,  advertise, 
etc. )? 

What  are  the  criteria  for  selecting  from  the  list? 

Is  there  an  application  fee?    How  long  is  the  waiting  Ust? 

Who  makes  the  decision  to  rent  to  a  tenant? 

What  type  of  orientation  is  used  for  new  tenants  coming  in  after  turnover? 
6.    What  types  of  communication  do  you  use  with  existing  tenants? 

What  are  the  project  rules  and  tenant  responsibilities,  and  how  do  you 
enforce  them? 


Do  you  have  a  communication  problem  with  tenants  because  of  language  or 
ethnic  differences? 


What  kinds  of  tenants  do  you  consider  to  be  problem  tenants? 
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7.      What  is  the  ethnic  composition  of  the  project? 

^pct.  white; ^pct.  black; pet.  Spanish: ^pct.  other  (specify) 


How  many  elderly? 


How  many  leased  housing  units? 
How  many  rent  supplement  units? 


How  many  families  on  welfare  as  only  source  of  income? 


What  is  the  voluntary  turnover  rate? pet/year. 

Has  it  changed  over  time?  Ho'wT 


Do  you  know  why?    (if  above  was  YES) 


Has  it  changed  the  project  composition? How? 

Have  you  attempted  to  change  project  composition  when  vacancies  occur? 


Income  recertification  sounds  like  a  lot  of  work  for  management,  with  very 
little  benefit  resulting  for  the  project.    Do  you  recertify  tenant  incomes? 
(probe  for  accuracy  of  reported  incomes) 


(Ask  about  identifying  tenant  survey  units  which  are  rent  supplement,   leased 
housing  or  problem  tenant)-emphasize  they  can't  see  tenant  answers 
individually,  and  tenants  won't  know  management  identified  them. ) 


8.  Is  there  a  tenant  grievance  procedure,  that  is,  is  there  an  intermediary 

between  an  individual  tenant  and  management  to  handle  disputes? 


Whom  do  tenants  bring  requests  to? 

What  is  the  organization  for  responding? 

How  are  requests  followed  up? 

What  are  your  priorities  in  responding? 

Are  there  any  spending  limits  imposed  by  the  sponsor? 


-271- 


9.       Is  there  a  tenant  organization? 

(if  NO): 
Was  an  attempt  ever  made  to  organize  tenants? 
(if  YES): 
Who  organized  it,  and  why? 


(this  is  h57pothetical  if  first  qu.  was  answered  NO) 
What  are  the  main  issues  it  deals  with? 


How  would  you  describe  your  relations  with  it? 


10.      How  do  you  think  the  tenants  feel  about  living  here?    What  are  relations 
like  between  tenants?   Any  problems  between  tenants? 


11.  Does  the  neighborhood  have  any  problems?    crime,   services,  etc. 
How  does  the  neighborhood  affect  the  project? 

How  does  this  relate  to  management  duties? 

12.  Did  the  management  firm  participate  in  the  design  of  the  project? 
How  do  the  apartment  and  project  designs  affect  your  role? 

13.  Would  you  discuss  your  relationship  with 
BRA 


BHA:Are  their  payments  in  arrears? 

Maximum  and  average  amount  and  time  of  arrears? 
Any  problems  collecting  for  tenant  damages? 
What  are  typical  amounts  you  tried  to  collect? 
What  have  you  received? 

Have  you  been  able  to  evict  leased  housing  tenants? 

How  much  rent  have  you  lost  over  BHA's  refusal  to  evict? 
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BRB  :  Have  rent  increases  gone  through  them? 
What  were  the  results  and  costs  to  you? 


FHAcHow  much  time  is  spent  filling  out  their  forms? 

What  is  the  cost  of  doing  business  with  FHA? 

Rent  Supplement  Office 

Contractor 

14.       What  are  your  major  problems? 

What  do  you  think  will  solve  them,  or  be  needed  in  order  to  solve  them? 

What  would  you  like  to  see  future  subsidized  housing  programs  look  like? 

What  is  the  future  of  this  project? 
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COVER  SHEET 
SUBSIDIZED  HOUSING  TENAMT  SURVEY 


1.  Name  of  Interviewer: 

2.  Interview  Number: 

3.  Length  of  Interview: 


Minutes 


Address: 


5.   How  long  have  you  been  living  here  in  (DEVELOPMENT)? 

D  LESS  THAN  3  MONTHS   (TERMINATE  INTERVIEW) 
D  LESS  THAN  5  YEARS:  


□  5  YEARS  OR  MORE: 


Number 


Number 


(Name  of  Development) 

(Street) 

(Apt.  No.) 

(City  or  Town 

(Zip  Code) 


6.  Date(s)  R  Letter  Sent:     (1)_ 

7.  CALL  RECORD 


(2) 


(3) 


Call  Number 

1 

2 

3 

4 

5 

6 

7 

a.   Time  of  Day 
(AM  or  PM) 

b.   Date 

c.  Day  of  Week 

d.   Result* 

e .   Interviewer 

*  USE  ABBREVIATIONS  SHOWN  ON  PAGE  4. 
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COVER  INTERVIEW 


7.  1  need  to  know  who  lives  here  with  you  -  without  giving  names.   Let's 
start  with  the  adults. 

lirst,  who  is  the  head  of  the  household? 

8.  Is  there  anyone  else  who  lives  here  but  who  is  temporarily  away  -  or 
someone  who  isn't  a  Trcinber  of  I  lie  family,  like  a  roomer? 

(ENTER  IN  APPROPRIATE  LISTING  liOX) 


(ADULT  LISTING  BOX) 

(a) 
Adults  by  Relationship 
to  Head 

Sex 

Age 

Marital  Status 
(M.S.D.W,  Sep.) 

Head 

'lidult 

No. 

(0 
Check 
Resp. 

(NON- ADULT  LISTING  BOX) 

(g) 

(h) 

(i) 

IF  HE^.D  IS  MARRIED,  INTERVIEW: 
J  HUSBAND 
Cj  WIFE 

IF  HEAD  IS  NOT  MARRIED,  INTERVIEW  HEAD 


■■•'   ADULTS  ARE 

DEFINED 

AS: 

All 

persons 

18  or  over 

All 

married 

persons  regardl 

ess 

of 

age. 
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THUMBNAIL  SKETCH 
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USE  THE  FOLLOWING  ABBREVIATIONS  FOR  RESULT  IN  CALL  RECORD  ON  P. 1 

NAH  No  one  at  home  at  time  of  call. 

RA  Respondent  Is  absent  at  time  of  call. 

Appt.  Appointment  made  for  interview. 

Int.  Interview  taken. 

Ref.  Refusal   (GIVE  DETAILS  BELOW) 

HV  House  is  vacant. 


AND 


The  address  is  not  a  dwelling  unit   (DESCRIBE  DELOW- 
WHETHER  COMMERCIAL,  HOUSE  BURNED  DOWN,  ETC.) 


Other     (USE  SPACE  BELOW  TO  DESCRIBE  ALL  OTHER  SITUATIONS) 
USE  THIS  SPACE  FOR  COMMENTS  AND  EXPLANATION 


Show  the  number  of  the  call  to  which  each  comment  refers 
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AM 

TIME  BEGUN:  PM 


SUBSIDIZED  HOUSING  PROJECT  STUDY 


1.   INTERVIEWER:  CHECK  ONE 

D  LIVED  IN  DEVELOPMENT  LESS  THAN  5  YEARS 

D  LIVED  IN  DEVELOPMENT  5  YEARS  OR  MORE   (SKIP  TO  Q.3) 


2.   How  many  other  places  have  you  lived  in  during  the  past  five  years 
(besides  this  one)? 


Number 


3.  Have  you  lived  in  any  other  apartment  in  (DEVELOPMENT)  other  than  this  one? 

□  YES 
D  NO 

4.  Where  did  you  live  before  you  moved  to  (DEVELOPMENT)? 

D  CITY  OF  BOSTON   (Which  part  of  Boston)? 

(INTERVIEWER:  IF  AREA  IS  UNKNOWN  ASK  STREET  NAME:  What  is  it  near?) 


□  OTHER  THAN  CITY  OF  BOSTON  (SPECIFY  TOWN,  CITY,  STATE  OR  COUNTRY, 
IF  NOT  U.S.) 


5.   Did  you  own  or  rent  that  place? 

D  OWN   (SKIP  TO  Q.7) 

D  RENT   (ASK  Q.6) 

D  OTHER  (EXPLAIN): 


(SKIP  TO  Q.7) 
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Was  that  either  public  housing,  public  leased  housing  (from  the 
Housing  Authority),  subsidized  housing,  or  something  else?   (Which?) 

D  PUBLIC  HOUSING 
D  LEASED  HOUSING 

□  SUBSIDIZED  HOUSING 

D  NEITHER  -  PRIVATE  HOUSING 

And  was  that  a  single  family  house,  a  2- family  house,  a  3- family  house, 
an  apartment  house  or  some  other  type  of  housing  structure? 

D  SINGLE  FAMILY  HOUSE 

D  2-FAMILY  HOUSE 

□  3 -FAMILY  HOUSE 

□  APARTMENT  HOUSE 

D  OTHER  (SPECIFY) : 


What  were  the  main  reasons  you  decided  to  leave  that  (house/ apartment)? 


9.  Where  did  you  first  hear  about  this  apartment? 


10.  What  were  the  main  reasons  you  decided  to  move  to  (DEVELOPMENT)  rather 
than  some  place  else? 
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11.   Now  we  want  to  ask  you  specifically  about  your  apartment.   First, 
how  many  bedrooms  are  there  in  this  apartment? 

(NO.  OF  BEDROOMS) 


12.   How  much  rent  do  you  pay  each  month? 
$ (A  MONTH) 


13.   Does  your  rent 
include — 


r >   (FOR  EACH  MO.) 

DON'T   Do  you  know  how  much  you  pay  for 
YES   NO    KNOW   (electricity/gas)  each  month?  How  much? 


a.      Electricity?    .    .    .     D  Zl 


b.      Gas?, 


n     D 


D 


D 


□  DON'T   KNOW 


j5er  month 


□  DON'T  KNOW 


_per  month_ 


(IF  ELECTRICITY  AND  GAS  ON  SAME  BILL,  PUT 
BRACKET,  AND  GIVE  TOTAL  AMDUNT  FOR  BOTH) 


14.   Has  your  rent  been  raised  in  the  last  year? 

□  YES 


D  NO 

D  DON'T  KNOW 


(SKIP  TO  Q.16) 


15.  Why  was  it  raised? 
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16.   Some  families  these  days  are  having  difficulty  paying  their  rent  on  time 
have  you  ever  been  unable  to  pay  your  rent  on  time  here? 


D  YES 

D  NO  (SKIP  TO  Q.19) 


17.   Has  the  management  been  understanding  when  you  have  had  difficulty 
paying  your  rent  on  time,  or  not? 


n  YES 
D  NO 


18.   Could  you  tell  me  about  that? 


19.   Now  I  would  like  to  ask  you  some  questions  about  living  here. 

First,  could  you  tell  me  some  of  the  things  you  especially  like  about 
this  place? 
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20.  I'm  going  to  ask  you  a  number  of  things  about  this  place  --  for  each  one 
please  tell  me  whether  it  is  a  problem  for  you  here  at  the  present  time, 
or  not. 

a.  Is  getting  enough  hot  water  a  problem  here   Q  YES  (Is  this  a  serious 
now  or  not?  problem  or  not?) 

□  NO 

D  DON'T  KNOW 

b.  Getting  enough  heat  -  is  that  a  problem     Q  YES  (Is  this  a  serious 
here,  or  not?  problem  or  not?) 

D  NO 

n  DON'T  KNOW 

c.  Are  bad  drafts  or  leaks  from  doors,  windows  Q  YES  (Is  this  a  serious 
or  ceilings  a  problem  or  not?  problem  or  not?) 

□  NO 

D  DON'T  KNOW 

d.  Do  you  have  any  problems  such  as  leaks  in    O  YES  (Is  this  a  serious 


the  plumbing  in  the  bathroom  or  kitchen? 


e.   And  do  you  have  any  problems  with  the 
stove  or  refrigerator? 


f.   Loose  and  falling  plaster  and/or  paint? 


g.   Rats? 


problem  or  not?) 
D  NO 

□  DON'T  KNOW 

n  YES  (Is  this  a  serious 

problem  or  not?) 
D  NO 
D  DON'T  KNOW 

Dyes  (is  this  a  serious 

problem  or  not?) 
D  NO 
D  DON'T  KNOW 

D  YES  (Is  this  a  serious 
problem  or  not?) 

□  NO 

D  DON'T  KNOW 


D  YES 
□  NO 


D  YES 
D  NO 


Dyes 

□  NO 


n  YES 

□  no 


□  YES 

□  NO 


□  YES 

□  NO 


□  YES 

□  NO 


h.   Roaches? 


i.   Dirt  or  trash  in  halls  or  stairways? 


j.   Trash  or  litter  outside  the  building? 


k.   Neighbors  who  don't  take  care  of  their 
apartment? 


□  yes 

(Is  this 

a  serious 

□  YES 

□  no 

problem 

or  not?) 

□  NO 

□  DON 

T  KNOW 

□  yes 

(Is  this 

a  serious 

□  yes 

□  NO 

problem 

or  not?) 

□  NO 

□  DON 

T  KNOW 

□  YES 

(Is  this 

a  serious 

□  YES 

□  NO 

problem 

or  not?) 

□  NO 

□  DON 

T  KNOW 

□  YES 

(Is  this 

a  serious 

□  YES 

□  NO 

problem 

or  not?) 

□  NO 

□  DON 

T  KNOW 
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21.   Are  there  any  other  serious  problems  with  this  place  or  the  way  it  is  kept 
up  that  we  have  not  mentioned? 


D  YES 

D  NO   (SKIP  TO  Q.23) 

22.   What  are  these  problems? 


23.  Is  this  apartment  in  better  or  worse  condition  than  the  place  you  lived 
in  before  moving  to  (DEVELOPMENT)  or  about  the  same? 

□  BETTER 
D  WORSE 
Ll  SAME 

□  DON'T  KNOW 

24.  Compared  to  that  home  do  you  think  you  are  getting  more  for  your  money 
here,  less  for  your  money,  or  about  the  same? 

U  MORE 

□  LESS 

U     ABOUT   THE   SAI'IE 

□  DON'T  KNOW      (SKIP  TO  Q.26) 

25.  Why   is    that? 


26.   Since  living  here  have  you  yourselve(s)  made  any  permanent  physical 
improvements  in  this  apartment  -  like  doing  some  painting  or  putting 
up  shelves? 

D  YES 

D  NO   (SKIP  TO  Q.29) 
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27.  What  was  done? 


28.  Was  the  management  encouraging  or  helpful  in  any  way? 
^  ^^^       J>  (SKIP  TO  Q.32) 

n  NO 


29.  Have  you  wanted  to  make  any  improvements? 

D  YES 

D  NO   (SKIP  TO  Q.31) 

30.  Why  haven't  you  made  them? 


31.   If  you  did  want  to  make  improvements  yourself,  do  you  think  that  the 
management  would  be  encouraging  or  helpful? 


□  YES 

D  NO 

n  DON'T  KNOW 


32.  When  things  here  need  repairs  which  you  can't  do  yourself,  who  would 
you  usually  call  or  contact  first?   (What  is  (his/her)  name?) 


33.  Are  needed  repairs  made  all  the  time,  most  of  the  time,  or  some  of  the  time? 

□  ALL  OF  THE  TIME 
n  MOST  OF  THE  TIME 
D  SOME  OF  THE  TIME 
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34.  When  things  are  fixed,  would  you  say  they  usually  do  a  good  Job? 

□  YES 

D  NO   (Why? )_ 


35.   If  a  job  is  not  done  well,  who  else,  if  anyone  can  you  contacf; 
(What  is  (his/her)  name?) 


36.  Do  you  know  that  Boston  has  a  housing  law  that  requires  landlords  to 
keep  properties  in  pretty  good  condition? 

D  YES,  I  KNOW 

D  NO,  I  DIDN'T  KNOW 


37.  Have  you  (or  anyone  in  your  family)  ever  called  any  agency  to  ccmplain 
about  a  problem  here? 

D  YES 

□  NO  (SKIP  TO  Q.39) 

38.  What  was  the  problem,  who  did  (you/ family  member)  call  and  what  happened? 


39.   In  general,  would  you  say  that  the  management  here  does  a  good  job 
keeping  this  place  up? 

n  YES   (SKIP  TO  Q.42) 

D  NO,  NOT  GOOD  JOB   (ASK  Q.40) 
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40.  Do  you  think  they  try  to  do  a  good  job  or  not? 

D  YES 
□  NO 

41.  Why  do  you  think  they  do  not  do  a  good  job? 


42.   Do  you  think  the  owner  of  this  development  can  afford  to  do  more  to 
keep  this  place  up? 


D  YES 
□  NO 


43.   Would  you  be  willing  to  pay  a  few  dollars  more  each  month  for  rent  if 
it  would  really  produce  some  improvements  that  you  consider  important? 


D  YES 
□  NO 


44.  Most  developments  have  rules  for  what  people  can  or  cannot  do.   Do  you 
think  the  rules  around  here  are  fair? 


D  YES 
D  NO 
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45.  Do  you  think  the  rules  are  enforced  too  strictly,  about  right  or 
not  strictly  enough? 

□  TOO  STRICTLY 

□  ABOUT  RIGHT 

D  NOT  STRICTLY  ENOUGH 

46.  On  the  whole,  would  you  say  that  management  treats  you  courteously? 

D  YES  (SKIP  TO  Q.48) 
D  NO  (ASK  Q.47) 

47.  Why  do  you  think  they  are  not  courteous? 


48.  In  general  do  you  think  that  the  management  treats  all  tenants  the  same 
way  or  are  some  tenants  treated  better  than  others? 

D  SAME  (SKIP  TO  Q.50) 
D  SOME  TREATED  BETTER 

49.  Who  are  treated  better  and  who  are  treated  worse? 


50.   Do  tenants  ever  get  together  here  to  discuss  in  an  organized  way  any 
problems  in  the  building  (or  development)? 

□  YES 

□  MO  (SKIP  TO  Q.54) 


51.  Have  you  ever  attended  any  tenants  meetings'! 

D  YES 
□  NO 
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52.   Did  the  tenants  here  establish  a  tenants  committee  or  a  grievance 
committee? 


□  YES  (DESCRIBE):, 

D  NO 


53.   Do  you  think  the  tenants  meetings  do  any  good  to  improve  things  around 
here? 


□  YES 

„        >    (SKIP  TO  Q.55) 

D  NO    ^ 


54.   Do  you  think  a  tenants  committee  could  solve  some  of  the  problems 
around  here? 

D  YES 

□  NO   (WHY  NOT?) 


55.  Do  you  think  the  management  pays  attention  to  the  tenants  and  listens 
to  their  problems? 


D  YES 
□  NO 


56.   Apart  from  talking  to  the  management  have  tenants  here  ever  taken  any 
other  actions? 


□  YES  (What  was  that?) 


□  NO 

□  DON'T  KNOW 
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57   Could  you  tell  me  some  of  the  good  things  about  the  way  the  manage- 
ment runs  (DEVELOPMENT)? 


58.   If  you  could  think  about  one  thing  which  would  make  this  place  a 
better  place  to  live  —  what  would  that  be? 


59.   If  there  are  problems  around  here  -  who  do  you  think  is  mainly 
responsible  for  these  problems? 


59a.  How  good  do  you  think  this  place  will  be  to  live  in  five  years  from  now, 
compared  to  the  way  it  is  today? 
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Now  I  would  like  to  ask  a  few  questions  about  the  neighborhood 
around  here  -  outside  of  (DEVELOPMENT). 

I'm  going  to  read  you  a  list  of  things  people  sometimes  consider  to 
be  problems  in  their  neighborhoods  —  tell  me  for  each  one  whether 
you  think  these  things  are  a  problem  in  this  neighborhood  or  not. 
(Is /Are)  ( )  a  problem  here,  or  not? 


a.   Street  cleaning? 


Police  protection? 


n  YES  (Is  this  a  serious   D  YES 
problem  or  not?)    D  NO 

□  NO 

D  DON'T  KNOW 

D  YES  (Is  this  a  serious   D  YES 

problem  or  not?)    [J  NO 
D  NO 

□  DON'T  KNOW 


c.   The  condition  of  other  housing  in  the 
neighborhood? 


d.   Play  areas  for  children 


Home  burglaries? 


f.   Robbing  people  on  the  streets? 


g.   Drugs? 


Teenagers'! 


D  YES 

(Is   this 

a   serious 

Dyes 

problem 

or  not?) 

□  NO 

D  NO 

□  DON' 

T  KNOW 

Dyes 

(Is    this 

a   serious 

□  YES 

problem 

or  not?) 

D  NO 

D  NO 

D  DON' 

1  KNOW 

D  YES 

(Is    this 

a  serious 

□  YES 

problem 

or  not?) 

D  NO 

D  NO 

D  DON' 

T  KNCW 

Dyes 

(Is    this 

a  serious 

Dyes 

problem 

or  not?) 

D  NO 

Dno 

D  don' 

•t  know 

Dyes 

(Is   this 

a  serious 

Dyes 

problem 

or  not?) 

D  NO 

D  NO 

I!  DON" 

'T  know 

Dyes 

(Is    this 

a  serious 

□  yes 

problem 

or  not?) 

□  NO 

D  NO 

□  DON' 

'T  KNOW 
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61.  What  do  you  think  is  the  biggest  problem  in  this  neighborhood? 


62.   I  would  like  you  to  compare  the  situation  in  (DEVELOPMENT)  with  the 
neighborhood  outside  of  (DEVELOPMENT).   For  example,  would  you  say 
that  trash  removal  is  better  here  in  (DEVELOPMENT)  than  in  the  rest 
of  the  neighborhood,  worse  or  would  you  say  it  is  about  the  same? 

D  BETTER 
□  WORSE 
D  SAME 


63.   And  what  about  crime,  would  you  say  there  is  less  crime  here  in 

(DEVELOPMENT)  than  in  the  neighborhood,  or  there  is  more  crime  here 
than  in  the  neighborhood,  or  is  it  about  the  same? 

D  LESS 
D  MORE 
□  SAME 


64.   And  the  condition  of  the  housing,  would  you  say  the  condition  of  the 
housing  is  better  here  in  (DEVELOPMENT)  than  in  the  neighborhood, 
worse,  or  about  the  same? 

□  BETTER 

□  WORSE 

□  SAME 


65.  And  now  comparing  this  neighborhood  with  the  neighborhood  you  lived 
in  before  you  moved  here  -  would  you  say  this  neighborhood  is  better 
worse,  or  about  the  same  as  your  previous  neighborhood? 

□  BETTER 

D  WORSE 

D  SAME   (SKIP  TO  Q.66) 
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65.   In  what  ways? 


66.  On  the  whole,  would  you  say  that  in  the  past  year  (DEVELOPMENT)  has 
been  improving ,  staying  the  same,  or  going  downhill? 

D  IMPROVING 

D  STAYING  THE  SAME 

D  GOING  DOWNHILL 

67.  Thinking  again  just  about  (DEVELOPMENT)  -  how  many  people  in  (DEVELOPMENT) 
do  you  know  well  enough  to  say  hello  to  -  a  lot,  just  a  few,  or  almost 
none  at  all? 


D  LOT 

□  FEW 

□  ALMOST  NONE 


68.   In  some  places  people  help  each  other  and  do  things  together,  in  others 
people  mostly  go  their  own  ways.  What  kind  of  place  is  this  one  where 
people  help  each  other  a  lot,  or  one  where  people  mostly  go  their  own  way? 


□  HELP  EACH  OTHER 
n  GO  THEIR  OWN  WAY 


69.   How  well  do  people  of  different  races  and  backgrounds  -  blacks,  whites. 
Spanish  and  others  -  get  along  here  in  (DEVELOPMENT)  -  would  you  say 
very  well,  well  enough  -  or  not  too  well? 


D  VERY  WELL 
D  WELL  ENOUGH 
D  NOT  TOO  WELL 
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70.  How  likely  is  it  that  you  will  move  from  (DEVELOPMENT)  in  the  next 
year  or  two  -  very  likely,  fairly  likely  or  not  likely  at  all? 


n  VERY  LIKELY 
D  FAIRLY  LIKELY 


(ASK  Q.71) 


n  NOT  LIKELY  AT  ALL   (SKIP  TO  Q. 72) 


71.   (If  you  do  decide  to  move)  What  would  be  the  main  reason  -  would 

it  be  something  about  this  apartment  or  this  neighborhood,  a  change 
in  your  family's  needs,  or  something  else? 


72.   If  you  did  decide  to  move  in  the  Boston  area,  where  would  you  look 
for  a  new  place  to  live  -  mostly  in  this  neighborhood,  or  mostly 
somewhere  else?   (Where  would  you  look? ) 

D  THIS  NEIGHBORHOOD 

D  SOMEWHERE  ELSE  (WHERE?): 


CITY/TOWN/PART  OF  BOSTON 

73.  Would  you  like  to  own  a  home  of  your  own  some  day? 

D  YES     I 

^         >     (SKIP  TO  Q.75) 

D  MAYBE   I 


D  NO 

D  DON'T  KNOW  }        (^^  Q-^^) 


74.   Why  don't  you  want  to  own  a  home? 
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(BACKGROUND  AND  FAMILY  CHARACTERISTICS) 

Now  we  need  some  background  information,  so  we  can  compare  your  answers 
with  other  people's  answers. 

75.   How  far  did  you  go  in  school?   (IF  "HIGH  SCHOOL"  OR  "COLLEGE"  ASK: 
Did  you  graduate?)   (INTERVIEWER:  LIST  ALL  TRAINING  MENTIONED  IN 
ADDITION  TO  THE  CATEGORIES  AS  LISTED  BELOW.) 

□  8  GRADES  OR  LESS 

D  1  TO  3  YEARS  HIGH  SCHOOL 

□  HIGH  SCHOOL  GRADUATION 
D  1  TO  3  YEARS  COLLEGE 
D  COLLEGE  GRADUATION 

D  HIGHER  DEGREE 


76.  (INTERVIEWER:  CHECK  ONE) 

D  R  IS  NOT  LIVING  WITH  SPOUSE   (SKIP  TO  Q.78) 
D  R  IS  LIVING  WITH  SPOUSE  (ASK  Q.77) 

77.  How  far  did  (SPOUSE)  go  in  school? 

n  8  GRADES  OR  LESS 

D  1  TO  3  YEARS  HIGH  SCHOOL 

□  HIGH  SCHOOL  GRADUATION 

□  1  TO  3  YEARS  COLLEGE 

□  COLLEGE  GRADUATION 
D  HIGHER  DEGREE 
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78.  Are  you  working  now,  unemployed,  (retired/housewife)  or  what? 
D  WORKING  NOW   (ASK  Q.79) 


D  UNEMPLOYED 

□  LAID  OFF 
D  RETIRED 

□  STUDENT  IN  SCHOOL 

D  HOUSEWIFE  KEEPING  HOUSE 


(SKIP  TO  Q.80) 


79.   Do  you  work  full  time  or  part  time? 

D  FULL  TIME  . 
D  PART  TIME 


80.  (INTERVIEWER:  CHECK  ONE) 

D  R  IS  NOT  LIVING  WITH  SPOUSE   (SKIP  TO  Q.83) 
D  R  IS  LIVING  WITH  SPOUSE   (ASK  Q.81) 

81.  Is  (SPOUSE)  working  now,  unemployed,  (retired/housewife)  or  what? 

D  WORKING  NOW   (ASK  Q.82) 


D  UNEMPLOYED 

D  LAID  OFF 

D  RETIRED 

n  STUDENT  IN  SCHOOL 

D  HOUSEWIFE  KEEPING  HOUSE 


(SKIP  TO  Q.83) 


82.   Does  (SPOUSE)  work  full  time  or  part  time? 

□  FULL  TIME 

□  PART  TIME 
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83.   Is  there  anyone  else  in  your  family  who  is  employed  at  all  now? 

□  YES   (How  many?)  

(NOT  INCLUDING  RESPONDENT  AND  SPOUSE)  (ENTER  IN  CHART  BELOW) 

D  NO   (SKIP  TO  Q.85) 


PERSON  1 

PERSON  2 

PERSON   3 

RELATIONSHIP  TO  HEAD 

RELATIONSHIP  TO  HEAD 

RELATIONSHIP  TO  HEAD 

84. 

Does  (PERSON) 
work  full  or 
part  time? 

n  FULL  TIME 
[J  PART  TIME 

D  FULL  TIME 
□  PART  TIME 

□  FULL  TIME 
n  PART  TIME 

85.   Did  you  or  anyone  else  living  here  receive  any  income  in  1972  from 
state  or  federal  government  through  such  things  as: 


Social  Security? 

G 

YES 

□ 

NO 

Food 

stamp  program  benefits? 

n 

YES 

□ 

NO 

AFDC 

or  welfare? 

□ 

YES 

D 

NO 

Any  other  kind  of  public  assistance  from  the  federal  government 
or  the  state? 

□  YES   (What?) 

n  NO 
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86.  I  would  like  to  know  your  total  combined  family  income  for  1972  - 
that  is,  yours,  your (s)  —  before  paying  for  taxes. 

Please  include  all  income  received  from  sources  such  as  social 
security,  retirement  benefits,  disability  benefits,  investments, 
rent  and  so  forth. 

Please  tell  me  the  category  into  which  your  annual  total  income  falls. 

(HAND  CARD  TO  RESPONDENT) 

D  a.  UNDER  $1,000 

□  b.  $1,000-$1,999 
D  c.  $2,000-$2,999 

D  d.  $3,000-$3,999 
D  e.  $4,000-$4,999 
D  f.  $5,000-$5,999 

D  g.  $6,000-$6,999 
D  h.  $7,000-$7,999 
D  i.  $8,000-$8,999 

D  j.    $9,000-$9,999 
n  k.    $10,000-$14,999 
D  1.    $15,000-$19,999 

Dm.  $20,000-$24,999 
D  n.  $25,000-$49,999 
D  o.  $50,000  OR  MORE 

87.  Do  you  know  that  government  money  is  involved  in  this  housing  development? 

□  YES 

D  NO   (SKIP  TO  Q.89) 
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Do  you  know  in  what  way? 


89.  Do  you  think  the  owner  is  charging  you  a  fair  rent  for  this  apartment 
considering  its  size  and  condition? 

D  YES   (SKIP  TO  Q.91) 
D  NO   (ASK  Q.90) 

□  DON'T  KNOW      (SKIP  TO  Q.91) 

90.  Do  you  think  it  is   a   little   too  high,   or  much  too  high? 

□  LITTLE  TOO  HIGH 

□  MUCH  TOO  HIGH 

□  DON'T  KNOW 


(DEVELOPMENT)  is  a  subsidized  housing  development.   This  means  the 
government  spends  about  $80.00  per  month  for  each  household  that 
lives  here,  so  the  owners  here  can  charge  lower  rents.   If  you  had  a 
free  choice,  would  you  rather  stay  here  at  your  present  rent  or  would 
you  rather  receive  this  $80.00  a  month  yourself  and  find  another  place  — 
not  in  a  project  or  development  --  on  your  own? 

(PAUSE) 

That  would  mean  you  would  have  your  present  rent,  $ ,  plus  $80.00; 

or  a  total  of  $ amount  to  spend  on  housing  somewhere  else. 

TOTAL 

□  STAY  HERE 

□  FIND  ANOTHER  PLACE 


END  OF  INTERVIEW:   Thank  you  very  much  for  your  time 


AM 
TIME  ENDED:  PM 
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INTERVIEWER  OBSERVATIONS 

GROUNDS 

!•   How  clean  do  grounds  appear? 

D  CLEAN 

D  SOME  TRASH/GARBAGE,  BUT  FAIRLY  CLEAN 

D  CONSIDERABLE  TRASH/GARBAGE 

BUILDING  ENTRANCE 

2.  How  clean  does  entrance  appear? 

D  CLEAN 

D  SOME  TRASH/GARBAGE,  BUT  FAIRLY  CLEAN 

n  CONSIDERABLE  TRASH/ GARBAGE 

3.  Does  the  interior  appear  to  be  - 

D  IN  GOOD  REPAIR 

D  IN  NEED  OF  MINOR  REPAIRS 

□  IN  NEED  OF  MAJOR  REPAIRS  (SPECIFY:  MAILBOXES,  DOOR,  LOCK,  ETC.) 


HALLWAY  OUTSIDE  OF  RESPONDENT'S  APARTMENT 

4.  How  clean  does  hallway  appear? 

n  CLEAN 

D  SOME  TRASH/GARBAGE,  BUT  FAIRLY  CLEAN 

D  CONSIDERABLE  TRASH/GARBAGE 

5 .  Is  there  adequate  lighting? 

D  YES 
□  NO 

6.  Where  was  the  interview  conducted? 
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APARTMENT 

7 .  How  many  rooms  were  you  able  to  see? 

D  NONE 

D  ONLY  ONE 

D  TWO 

n  THREE  OR  MORE 

8.  Describe  briefly  the  way  the  apartment  looks  and  mention  such  things 
as  cleanliness,  condition  of  furniture,  decorations,  etc. 


How  well  does  the  apartment  appear  to  be  cared  for? 

D  VERY  WELL 
D  FAIRLY  WELL 
□  NOT  VERY  WELL 
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10 .   Language  in  which  interviewer  was  taken? 

D  ENGLISH 

□  OTHER  (SPECIFY) : 


11.   Ethnicity  of  respondent: 

□  WHITE  (NOT  OF  SPANISH  DESCENT) 

□  WHITE   (OF  SPANISH  DESCENT) 
D  BLACK 

n  ORIENTAL 

D  AMERICAN  INDIAN 

D  OTHER  (SPECIFY): 


12.  How  cooperative  was  the  respondent? 

n  VERY  COOPERATIVE 
D  FAIRLY  COOPERATIVE 
D  NOT  VERY  COOPERATIVE 

13,  How  accurately  did  the  respondent  answer  the  questions? 

D  COMPLETELY  ACCURATE 

D  HELD  BACK  ON  A  FEW  QUESTIONS  (EXPLAIN) 


m 


.j^? 


I 


